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NORTH  AMERICAN  FREE  TRADE  AGREEMENT: 
ENVIRONMENT  AND  LABOR  AGREEMENTS 


WEDNESDAY,  FEBRUARY  24,  1993 

House  of  Representatives, 
Committee  on  Foreign  Affairs, 
Subcommittee  on  Economic  Policy,  Trade  and  Envi- 
ronment, and   Subcommittee   on  Western  Hemi- 
sphere Affairs, 

Washington,  DC. 
The  subcommittees  met,  pursuant  to  notice,  at  2:00  p.m.,  in  room 
2154,  Ravburn  House  Office  Building,  Hon.  Sam  Grejdenson  (Chair- 
man of  the  Subcommittee  on  Economic  Policy,  Trade  and  Environ- 
ment) presiding. 
Mr.  Gejdenson.  The  hearing  will  come  to  order. 
With   the  anticipation  of  several  votes  on  the  floor,  it  is  the 
chair's  intention  to  hear  from  the  majority  leader  first,  and  then 
any  other  of  our  colleagfues  who  wish  to  testify.  Then  we  will  have 
members  of  the  panel  give  their  opening  statements  after  the  other 
House  Members  who  have  arrived  to  testify.  So  if  we  could  get  a 
little  order  in  the  room. 

It  is  our  great  privilege  to  have  the  majority  leader  of  the  House 
before  us.  Mr.  Majority  Leader. 

[The  prepared  statement  of  Mr.  Gejdenson  appears  in  the  appen- 
dix.] 

STATEMENT  OF  HON.  RICHARD  GEPHARDT,  A  REPRESENTA- 
TIVE IN  CONGRESS  FROM  THE  STATE  OF  MISSOURI 

Mr.  Gephardt.  Thank  you,  Mr.  Chairman  and  members  of  the 
committee.  I  am  very  pleased  to  be  here  this  afternoon,  and  to  have 
been  invited  to  testify  today  on  the  North  American  Free  Trade 
Agreement. 

As  you  know,  in  just  a  couple  of  weeks,  the  U.S.  Trade  Rep- 
resentative, Mickey  Kantor,  will  be  meeting  with  his  counterpart 
trade  ministers  from  Mexico  and  Canada,  to  try  to  successfully  con- 
clude the  NAFTA  negotiations.  So  your  hearing  obviously  comes  at 
a  very  important  time,  and  will  help  guide  Ambassador  Kantor  and 
the  administration  as  they  develop  the  Clinton  administration's  ne- 
gotiating posture. 

As  you  know,  I  have  spent  countless  hours  on  this  issue.  I  know 
that  the  Chairman,  and  I,  and  others  have  traveled  to  Mexico  on 
a  number  of  occasions.  We  have  talked  to  hundreds  of  workers, 
farmers,  and  business  people  here  in  America  to  understand  their 
concerns  with  this  treaty  negotiation. 

(1) 


All  of  us  take  this  issue  veiy  seriously.  Because  of  its  importance 
to  our  future,  and  in  my  own  case,  not  only  that  but  because  under 
the  fast  track  statute,  I,  as  Majority  Leader,  am  designated  as  the 
individual  responsible  for  introducing  the  agreement  when  re- 
quested by  the  President  of  the  United  States. 

REQUEST  FOR  REALISTIC  APPROACH 

It  is  troubling  to  me  that  too  manv  people  seek  to  approach  this 
issue  through  ideolo^cal  blinders.  They  seem  to  want  to  deal  with 
NAFTA  and  other  trade  issues  through  classical  approaches  to 
trade.  And  they  seem  to  want  a  trade  policy  that  is  often  based  on 
theory  rather  than  reality.  I  think  that  it  is  time  for  us  to  have  a 
pragmatic  approach  to  trade  that  is  based  on  America's  interest. 

On  Monday,  the  New  York  Times  reported  that  the  authors  of  a 
recently  published  book  on  NAFTA  had  left  out  information  show- 
ing long  term  job  losses.  According  to  the  article,  the  long  term  as- 
sessment was  omitted  because  the  book  was  too  long  and  the  au- 
thors were  in  a  rush  to  publish  it. 

The  book  also  mentions  that  "The  agreement's  long  term  effect 
on  jobs  is  insignificant  compared  to  the  effects  of  broader  economic 
trends." 

The  authors  chose  to  portray  the  NAFTA  only  in  the  best  of 
lights.  The  fact  that  NAFTA  might  result  in  job  losses  did  not  fit 
their  ideological  approach. 

Last  week,  I  sent  a  letter  to  President  Salinas  criticizing  the  in- 
vestment by  his  government  in  a  fund  whose  stated  purpose  was 
to  buy  U.S.  manufacturing  concerns  and  move  their  jobs,  American 
workers'  jobs,  to  Mexico. 

I  am  pleased  by  the  quick  response  of  Ambassador  Kantor  refus- 
ing to  move  ahead  on  NAFTA  negotiations  before  this  important 
issue  was  resolved.  I  thought  that  he  had  sent  the  clear  message 
that  the  Clinton  administration  and  the  Congress  care  about  Amer- 
ican jobs.  I  thought  that  the  issue  was  over. 

President  Salinas  saw  the  issue  another  way.  In  an  interview  re- 
ported in  the  Washington  Post  yesterday,  President  Salinas  said 
that  he  wants  an  informed  debate,  and  I  quote,  "that  is,  that  it 
comes  from  facts  and  not  from  prejudice." 

It  seems  to  me  that  every  time  that  we  discuss  the  facts  of  this 
issue,  that  someone  claims  prejudice.  The  fact  of  the  matter  is  that 
President  Salinas's  goal  is  to  increase  growth  and  opportunity  in 
Mexico.  I  support  that  goal,  but  not  at  the  cost  of  American  jobs. 
I  want  a  NAFTA  that  is  an  engine  for  growth  in  all  three  countries. 

Those  that  choose  to  hide  or  ignore  the  facts  or  deflect  attention 
to  other  issues  only  help  to  defeat  the  agreement.  They  should  give 
the  American  people  a  little  more  credit.  The  American  people  un- 
derstand that  the  trade  policies  of  the  past  have  left  us  with  more 
than  a  trillion  dollars  in  cumulative  trade  deficits  and  millions  of 
lost  jobs.  They  want  a  government  that  puts  people  and  workers 
first. 

PROBLEMS  WITH  CURRENT  AGREEMENT 

Last  fall,  I  called  upon  the  Bush  administration  to  cease  further 
efforts  to  win  congressional  approval  of  the  NAFTA,  and  to  renego- 
tiate it  or  to  leave  it  to  the  next  administration  to  be  written  right. 


My  review  of  the  accord  indicated  that  under  President  Bush's 
agreement  that  substandard  environmental  conditions  that  exist  on 
both  sides  of  the  U.S./Mexican  border  would  remain  static  or  grow 
worse,  and  that  a  properly  negotiated  NAFTA  could  make  tnem 
better. 

Under  President  Bush's  agreement,  the  existing  incentives  for 
American  corporations  to  move  south  and  take  advantage  of  lax  en- 
vironmental enforcement  remain  in  place.  And  a  properly  nego- 
tiated NAFTA  would  halt  the  use  of  environmental  gamesmanship 
as  a  factor  for  companies  deciding  where  to  locate  their  plants. 

Under  President  Bush's  agreement,  displaced  workers  would  be 
able  to  turn  to  no  reliable  program  for  help,  because  the  adminis- 
tration's trading  scheme  lacks  substance  and  the  funding  to  make 
it  credible.  And  without  a  strong  program  to  help  displaced  work- 
ers, there  could  never  be  a  consensus  for  a  good  trade  pact  with 
Mexico. 

Under  President  Bush's  a^eement,  no  provisions  were  made  to 
build  the  infrastructure  required  to  sustain  increased  commerce  be- 
tween the  United  States  and  Mexico,  and  a  properly  negotiated 
NAFTA  would  acknowledge  the  need  for  more  and  better  roads, 
schools,  sewage  systems,  and  the  like. 

Under  President  Bush's  agreement,  the  labor  standards  and 
working  conditions  affecting  Mexican  workers  would  remain  undis- 
turbed. And  that  should  disturb  anyone  who  believes  that  illegal 
immigration  should  be  reduced,  or  that  free  trade  should  lift  the 
citizens  of  struggling  economies.  A  good  agreement  between  the 
United  States  and  Mexico  would  provide  for  a  code  of  conduct,  so 
that  workers  could  better  their  lives  in  Mexico. 

And,  finally,  under  President  Bush's  agreement,  a  number  of 
more  traditional  trade  issues  have  been  settled  in  ways  that  will 
result  in  neither  free  trade  between  our  countries  nor  fair  treat- 
ment for  some  basic  American  industries  that  should  be  granted 
better  access  to  Mexico.  And  a  proper  negotiated  agreement  would 
and  could  untie  those  knots  as  well. 

MODIFICATION  OF  AGREEMENT  IS  NEEDED 

At  the  same  time,  I  said  that  without  changes.  Congress  could 
not  responsibly  approve,  in  my  view,  the  NAFTA  agreement.  We 
could  do  better.  Unfortunately,  President  Bush  chose  to  accept  an 
agreement  that  I  do  not  think  is  good  enough. 

I  believe  that  NAFTA  can  be  fixed.  I  supported  President  Bush's 
request  for  fast  track  trading  authority,  because  the  status  quo 
trading  relationship  with  Mexico  is  not  acceptable. 

Under  the  status  quo,  we  have  already  seen  American  jobs  flow 
south  and  watched  Mexican-made  products  once  produced  by  our 
workers  flow  north.  Without  a  good  agreement,  this  process  may 
accelerate,  as  more  companies  rely  on  lowering  wages  by  cutting 
workers'  pay  or  moving  the  production  out  of  this  country  to  com- 
pete in  a  world  economy. 

That  might  benefit  our  consumers  in  the  short  run,  but  it  would 
ultimately  reduce  the  ability  of  our  workers  and  our  firms  to 
produce,  to  profit,  and  to  afford  the  products  made  by  others. 

In  1991,  when  President  Bush  requested  fast  track,  I  wrote  to 
him  and  said  that  reaching  an  acceptable  agreement  will  require 


discussing  issues  like  transition  measures,  wage  disparity,  environ- 
mental protection,  and  worker  rights. 

Neither  Mexico,  nor  Canada,  nor  America  is  benefiting  by  a  sys- 
tem that  benignly  looks  on  massive  air  pollution,  poisonous  pes- 
ticides, and  child  labor  as  comparative  advantages.  And  I  cannot 
imagine  that  Congress  would  approve  an  agreement  that  did. 

SUPPLEMENTAL  AGREEMENTS 

Unfortunately,  in  my  view,  these  issues  were  largely  neglected  by 
the  Bush  treaty.  President  Clinton  has  recognized  the  flaws  in  the 
Bush  agreement,  and  has  defined  a  balanced  plan  to  address  the 
omissions  in  the  agreement. 

During  the  campaign.  President  Clinton  gave  a  lengthy  address 
on  this  issue.  He  accepted  the  basic  NAFTA  text,  but  indicated  that 
it  needed  improvement  and  that  it  did  not  go  far  enough.  He  indi- 
cated that  he  wanted  to  negotiate  supplemental  agreements  on 
labor,  the  environment,  and  import  surges. 

I  have  talked  to  President  Clinton,  Ambassador  Kantor,  and 
other  Members  at  length  about  what  I  believe  an  acceptable 
NAFTA  would  look  like,  and  what  those  supplemental  agreements 
should  contain. 

I  intend,  and  I  hope  all  of  us  intend,  to  be  a  partner  in  this  proc- 
ess, and  to  work  toward  successfully  concluding  a  NAFTA  agree- 
ment this  year.  Our  approach  should  be  results=oriented — one  that 
allows  us  to  gauge  success  for  Mexico  and  for  the  United  States. 

PHASING-IN  PROCESS 

In  March  of  1991,  I  wrote  to  the  President  and  asked  about  what 
I  believe  should  be  our  negotiating  objectives.  I  said  that  we  may 
also  want  to  examine  the  possibility  of  phasing  in  the  provisions  of 
the  final  agreement  based  on  increasing  standards  of  living  in  Mex- 
ico. This  would  provide  the  Mexican  Government  with  the  incen- 
tives to  continue  with  their  liberalization  programs,  as  well  as  pro- 
viding U.S.  workers  with  a  greater  protection  against  a  competitive 
policy  based  on  wage  differentials  alone.  At  the  same  time,  if  we 
see  substantial  benefits,  as  in  the  U.SVCanada  free  trade  agree- 
ment, we  may  wish  to  accelerate  the  phase-in  process. 

I  think  that  the  President  understands  these  issues.  I  am  com- 
mitted to  working  with  him  and  you  in  working  to  a  successful  con- 
clusion of  these  negotiations. 

Most  importantly,  we  need  to  recognize  the  facts — not  theories — 
and  we  need  to  debate  facts  and  not  just  theories.  We  need  to  fight 
for  American  jobs  and  American  interests,  and  recognize  that  help- 
ing to  create  growth  and  opportunity  in  Mexico  is  not  only  compat- 
ible but  supportive  of  that  goal.  America  can  be  the  agent  of  change 
without  being  its  victim. 

I  look  forward  toward  working  with  the  subcommittee  and  other 
members  of  the  Congress  and  the  administration  in  working  to- 
ward this  goal. 

[The  prepared  statement  of  Mr.  Gephardt  appears  in  the  appen- 
dix.] 


SUPPLEMENTAL  AGREEMENTTS 

Mr.  Gejdenson.  Thank  you,  Mr.  Majority  Leader.  We  appreciate 
not  just  your  testimony  here  today,  but  also  your  long-term  efforts 
on  behalf  of  trade  and  America's  interest  in  tne  international  trad- 
ing community.  By  cooperating  with  our  neighbors  to  the  north  and 
south  of  us  and  with  tne  countries  on  the  Pacific  Rim,  and  by  ad- 
dressing issues  such  as  dumping  or  public  procurement  in  the  EC 
as  Mr.  Kantor  has  already  done,  I  think  that  we  can  promote  fair 
trade  practices  that  will  both  benefit  our  own  workers  and  also  give 
other  foreign  economies  a  chance  to  grow. 

Let  me  just  ask  you — do  you  expect  the  administration  to  send 
the  supplemental  agreements  to  Congress  separately  or  as  part  of 
the  comprehensive  NAFTA  package?  Do  you  have  a  preference? 

Mr.  Gephardt.  I  obviously  think  that  the  supplemental  agree- 
ments have  to  be  in  place  before  we  would  take  up  the  agreement. 
I  also  think  that  it  would  probably  make  sense  to  put  a  number 
of  the  provisions  that  are  in  the  supplemental  agreements  into  the 
implementing  legislation,  if  not  all  of^them. 

What  I  have  been  concerned  about  it,  and  what  many  members 
of  Congress  and  people  in  the  country  are  concerned  about,  is  that 
the  treaty  gets  approved  with  implementing  legislation,  and  that 
these  other  necessary  changes  get  left  behind  and  are  never  done. 

So  I  think  that  to  see  the  thing  in  its  totality  and  in  context  that 
it  would  be  useful  to  have  all  or  the  agreements  in  implementing 
legislation  in  one  package  before  the  Congress. 

DISLOCATED  WORKERS 

Mr.  Gejdenson.  Thank  you.  The  other  point  that  I  think  is  ter- 
ribly important  is  that,  if  this  is  going  to  have  a  positive  impact 
on  the  American  economy,  as  I  think  manv  people  agree  that  it 
will,  then  those  workers  who  are  dislocatea  ought  not  to  pay  the 
price  for  the  rest  of  society's  benefits. 

One  of  my  great  frustrations  with  the  previous  administration  is 
its  failure  to  commit  to  helping  those  workers  who  suffer  from  dis- 
location and  who  do  not  share  in  some  of  the  overall  benefits  of 
NAFTA,  by  giving  them  either  job  training  or  other  benefits. 

concerns  for  REE  valuation 

Mr.  TORRICELLI.  Thank  you,  Mr.  Chairman. 

Is  it  your  judgment  that  the  negotiated  agreement  gives  suffi- 
cient market  access  and  commitments  by  the  Mexicans  to  struc- 
tural reform  and  publicly  owned  corporations  to  allow  the  agree- 
ment to  go  forward;  so  that  if  it  were  not  for  the  environmental  and 
labor  standards  and  worker  retraining  concerns  that  you  have  ex- 
pressed, that  the  agreement  otherwise  would  stand  on  its  merits? 

Mr.  Gephardt.  I  am  prepared  to  vote  for  the  agreement  on  its 
own  terms  now,  if  these  other  matters  are  successfully  concluded. 
I  must  tell  you  that  I  think  that,  in  many  areas,  we  did  not  get 
proper  access.  But  I  guess  that  there  has  never  been  a  trade  agree- 
ment where  you  thought  that  you  got  everything  on  the  trade  is- 
sues that  you  want. 

I  know  for  a  fact  that  the  automobile  manufacturers  in  the  Unit- 
ed States  think  that  the  phase-in  for  access  is  too  slow.  They  also 


think  that  the  content  requirements  on  third  parties  coming  into 
Mexico  are  not  high  enough,  and  will  not  be  successfully  adminis- 
tered. 

Mr.  TORRICELLI.  That  actually  was  the  nature  of  my  next  ques- 
tion. 

Otherwise,  let's  look  only  at  the  aspect  of  market  access.  Given 
that  there  are  inevitably  some  disappointments  in  the  treaty, 
would  you  find  the  market  access  alone  sufficient  to  go  forward  if 
these  other  concerns  were  answered? 

Mr.  Gephardt.  That  is  my  answer. 

Mr.  TORRICELLI.  There  is  a  question  of  the  use  of  Mexico  as  a 
conduit  for  third  countries  to  gain  access  to  U.S.  markets.  Manufac- 
tured products  are  obviously  the  most  important  among  them.  The 
concern  of  the  automobile  manufacturers  aside,  is  it  our  own  judg- 
ment that  there  is  sufficient  protection,  that  we  are  not  doing  any 
more  than  simply  opening  a  door  indirectly  and  that  we  are  not  al- 
lowing one  to  be  opened  directly;  are  these  provisions  sufficient  to 
go  forward? 

Mr.  Gephardt.  I  think  they  are.  And  in  fact,  I  would  argue  to 
you  that,  under  present  law,  third  parties  can  come  in,  form 
maquiladora  operations,  and  use  the  benefit  of  free  trade  to  bring 
products  across.  So,  I  think  that  in  some  specific  areas,  we  have 
improved  the  status  quo.  We  may  not  have  gone  far  enough.  I 
would  have  liked  to  have  seen  even  tougher  measures.  But  I  think 
that  the  agreement  as  it  stands  is  worthy  of  support. 

ENVIRONMENTAL  AND  LABOR  STANDARDS 

Mr.  TORRICELLL  Finally,  on  the  environmental  and  labor  stand- 
ards: we  are  confronted  with  a  difficult  problem  that  some  labor 
and  some  environmental  standards  of  Mexico  are  equal  or  in  some 
cases  surpass  those  of  the  United  States.  It  is,  of  course,  a  problem 
of  enforcement,  although  in  some  instances  it  includes  the  writing 
of  regulations. 

I  snare  your  concerns  about  each  of  those.  But  what  level  of  com- 
mitment, what  modicum  of  proof,  allows  you,  as  it  would  allow  me, 
to  feel  comfortable  in  proceeding  with  the  treaty? 

What,  in  your  judgment,  should  we  be  looking  for?  Is  it  a  politi- 
cal expression  of  will  by  the  Mexican  Government?  Is  it  the  estab- 
lishment of  the  courts  or  the  regulatory  bodies  that  would  inde- 
pendently conduct  enforcement  mechanisms?  What  will  convince 
you  that  we  have  moved  beyond  the  commitment  of  the  statute  to 
a  commitment  of  the  government  of  enforcement  that  allows  us  to 
move  beyond  the  concerns  that  you  expressed  in  your  statement? 

Mr.  Gephardt.  It  is  a  pretty  simple  test.  It  is  an  ironclad  com- 
mitment of  resources  to  get  these  things  done.  There  is  nothing 
wrong  with  Mexico's  environmental  laws.  What  is  deficient  is  their 
ability  to  enforce  those  laws. 

There  can  be  a  joint  commission  on  the  border  for  environmental 
protection.  There  is  an  effort  to  have  a  negotiation  go  on  after  the 
treaty  to  look  at  the  enforcement  of  laws. 

What  is  always  not  present  is  the  money  that  it  is  going  to  take 
to  actually  bring  this  into  reality.  The  same  with  infrastructure  on 
both  sides  of  the  border.  And  frankly,  the  same  with  displaced 


worker  programs  here  in  the  United  States  to  get  people  retrained 
and  placed  in  new  jobs. 

Those  are  concerns  of  mine  that  can  only  be  satisfied,  and  I  hope 
in  your  mind,  would  only  be  satisfied  by  ironclad  resource  commit- 
ments to  make  sure  that  these  things  will  happen. 


CROSS-BORDER  TRANSACTION  TAX 

Mr.  TORRICELLI.  So,  it  is  budget  and  personnel  that  you  will  be 
gauging? 

Mr.  Gephardt.  It  is  money.  And  I  suggested  earlier  that  there 
be  a  cross-border  transaction  tax.  I  am  not  thrilled  with  that  idea. 
If  someone  has  a  better  idea,  I  would  be  happy  to  hear  it. 

It  seems  to  me  that  if  we  have  companies  going  to  Mexico  to  get 
the  benefit  of  lower  wage  rates  and,  in  some  cases,  maybe  even 
today  environmental  regulations  that  are  not  enforced,  it  seems  to 
me  that  that  activity  should  somehow  bear  the  burden  of  carrying 
out  the  kind  of  infrastructure  improvements  and  environmental 
regulation  enforcement  that  is  needed.  Also,  to  help  take  care  of 
the  displaced  American  workers. 

Let  us  use  the  European  analogy.  The  European  community  will 
spend  $24  billion  this  year  on  a  structural  adjustment  assistance 
fund  that  is  used  to  take  care  of  programs  in  Spain,  Portugal,  and 
Greece  and  the  community  that  comes  from  trying  to  marry  econo- 
mies that  have  a  two-to-one  wage  disparity. 

In  this  case,  you  are  talking  about  a  10  to  1  wage  disparity. 
Never  in  the  history  of  the  world  have  two  economies  that  are  so 
different  been  tried  to  be  married.  The  only  way  in  my  view  that 
you  are  going  to  do  it  is  if  we  produce  an  ironclad  commitment  for 
resources  to  see  that  the  transition  and  the  structural  adjustment 
can  be  accommodated. 

Mr.  TORRICELLI.  Do  you  have  a  level  of  cross-border  revenue  that 
you  would  seek  to  be  raised,  or  a  level  of  tariff  that  would  be  im- 
posed? 

Mr.  Gephardt.  Our  projection,  which  may  be  wrong,  was  if  you 
put  a  2  percent  tax  on  goods  flowing  back  and  forth,  that  you  could 
produce  sufficient  monies  to  carryout  all  three  activities. 

Now  the  critics  of  that  quickly  point  out  that,  if  you  are  putting 
on  a  tax  and  getting  rid  of  a  tariff,  you  have  not  accomplished  any- 
thing. I  think  that  you  have,  if  it  is  a  2  percent  that  you  can  live 
with.  The  average  tariff  on  goods  coming  here  is  4  percent.  The  av- 
erage tariff  on  goods  going  there  today  is  10  percent.  If  you  go  from 
10  to  2,  or  4  to  2,  you  surely  have  improved  the  situation. 

Mr.  TORRICELLI.  And  it  is  going  to  a  dedicated  purpose. 

Mr.  Gephardt.  It  is  going  to  improve  the  standard  of  living  on 
both  sides  of  the  border,  and  solve  fundamental  problems.  And  I 
urge  any  member  before  they  vote  on  this  to  take  a  trip  for  a  day 
and  go  to  the  border,  go  to  both  sides  of  the  border,  talk  to  people, 
walk  into  maquiladoras,  talk  to  workers,  go  to  the  places  where 
people  live  on  both  sides  of  the  border.  Stand  at  the  border  stations 
and  see  the  line  of  trucks  that  goes  for  miles  into  Mexico,  because 
we  do  not  have  the  adequate  infrastructure  to  have  the  commerce 
flow  back  and  forth,  and  gain  an  understanding  of  the  magnitude 
of  the  problems  that  we  face  if  we  do  not  have  it. 
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CONCERNS  FOR  CARIBBEAN  BASIN  INITIATIVE 

Mr.  TORRICELLI.  There  is  a  regional  concern  in  the  Caribbean 
that  the  significant  progress  that  we  have  attempted  to  make  with 
the  Caribbean  Basin  Initiative  by  the  lowering  of  tariffs — which 
have  provided  some  real  economic  benefit  in  Jamaica,  the  Domini- 
can Republic,  and  elsewhere — might  be  lost,  given  the  rapid  Mexi- 
can economic  advancement  that  could  follow  NAFTA. 

Some  have  suggested  providing  the  Caribbean  nations  with  a 
similar  level  of  access,  so  that  what  we  gained  in  the  last  few  years 
would  not  be  lost:  that  they  could  come  along  with  Mexico  in  this 
new  level  of  access,  I  would  like  you  to  comment  on  that. 

Additionally,  nations  throughout  the  hemisphere  are  going  to 
watch  and  see  whether  or  not  there  is  a  docking  mechanism,  so 
that  every  nation  that  would  follow  Mexico  does  not  have  to  go 
through  the  same  arduous  process.  That  does  not  mean  surrender- 
ing our  prerogatives  as  an  institution.  We  always  retain  the  right 
to  vote.  But  it  means  that  we  will  make  clear  and  establish  a  pro- 
cedure whereby  any  future  nation  would  know  how  to  join  this 
compact. 

I  wonder  if  you  would  comment  on  both  of  those. 

Mr.  Gephardt.  Well,  first,  I  think  that  the  Basin  should  be 
looked  at.  And  any  idea  of  trying  to  track  what  happens  here  is 
worthy  of  real  study  and  analysis. 

I  do  think  that  what  we  do  here  is  going  to  be  more  or  less  copied 
with  every  other  entity  that  wants  to  be  involved  in  this  way.  And 
what  we  do  to  try  to  take  care  of  this  structural  adjustment  assist- 
ance with  Mexico  would  have  to  be  in  some  way  copied  with  the 
Basin  or  with  other  countries  in  Central  and  South  America. 

One  of  my  concerns  is  that,  if  we  accept  the  Mexican  treaty, 
then,  through  Mexico,  other  countries  will  try  without  going 
through  any  kind  of  treaty  negotiation  to  get  the  benefits  of  such 
a  treaty  through  Mexico's  experience.  I  do  not  think  that  is  some- 
thing tnat  we  want  to  allow  or  to  encourage.  But  I  am  open  to  the 
ideas,  as  we  see  how  the  Mexican  treaty  works,  as  we  gain  experi- 
ence from  the  adjustment  that  we  are  going  to  go  through,  that  we 
look  to  try  to  reach  treaties  with  other  entities. 

Mr.  TORRICELLI.  Thank  you. 

Mr.  Gejdenson.  Mr.  Roth. 

TREATY  INCOMPLETE 

Mr.  Roth.  Thank  you,  Mr.  Chairman. 

Mr.  Grephardt,  we  realize  that  you  have  done  a  lot  of  work  in  this 
area,  and  that  you  have  done  your  homework.  And  with  your 
unique  position  with  Congress,  or  course,  your  views  are  very  im- 
portant to  us. 

So  let  me  ask  you,  would  it  be  accurate  to  say  that  you  believe 
that  NAFTA  as  it  stands  now  is  bad  for  our  country  overall  and 
that  it  should  be  changed  or  it  must  be  changed,  can  you  run  that 
by  us  one  more  time? 

Mr.  Gephardt.  I  think  that  the  treaty  is  inadequate.  Or  to  put 
it  another  way,  it  is  not  complete.  It  is  not  sufficient  as  it  stands 
today,  and  it  needs  additional  matters  to  be  covered  in  side  agree- 
ments, which  is  the  way  that  President  Clinton  wants  to  do  it. 


I  think  that  we  have  to  reserve  judgment  on  whether  or  not 
those  side  agreements,  when  finished,  together  with  the  treaty,  will 
be  sufficient  for  us  to  want  to  vote  to  implement  this  treaty 
through  legislation.  But  I  think  that  it  can  be  done.  I  think  that 
it  is  possible  to  be  done.  And  again,  I  reiterate  that  I  think  that 
the  status  quo  is  not  particularly  satisfactory  to  us.  And  the  ques- 
tion is:  can  we  achieve  a  set  of  agreements  with  Mexico  and  Can- 
ada that  will  improve  the  status  quo  and  improve  our  interests  as 
well  as  theirs? 

Mr,  Roth,  I  think  that  you  articulate  that  very  well.  The  way 
that  I  understand  it  is  that  you  do  not  like  the  agreement  as  it 
stands,  but  you  are  not  closing  the  door  on  it. 

IMPROVEMENTS  NECESSARY  FOR  PASSAGE 

Mr.  Gephardt.  That  is  right. 

Mr.  Roth.  Then  what  should  Ambassador  Kantor  and  our  people 
do  in  working  with  Mexico?  What  position  should  they  take  if  Mex- 
ico does  not  change  NAFTA?  What  happens  if  they  dig  in  their 
heels  and  say:  "no,  this  is  an  agreement  that  we  made,  and  we  are 
going  to  stick  with  it."  What  would  our  bottom  line  be  then? 

Mr.  Gephardt.  I  cannot  answer  for  the  administration.  I  can 
simply  say  to  you  that  if  the  administration  brings  implementing 
legislation  without  further  agreements,  I  would  vote  against  the 
implementing  legislation.  I  do  not  know  what  the  administration's 
view  would  be.  I  take  it  from  what  the  President  said  that  if  they 
just  dig  in  and  say  we  are  not  willing  to  talk  about  any  of  these 
things,  that  he  is  not  going  to  bring  implementing  legislation.  But 
if  he  does,  I  would  vote  against  it  at  this  point. 

Mr.  Roth.  You  are  in  charge  of  bringing  the  bill  to  the  floor,  and 
timing  is  very  important,  because  of  deadline  dates  and  so  on. 

Are  we  going  to  go  ahead  and  debate  this  legislation  as  they  are 
working  with  these  side  agreements,  or  are  we  going  to  wait  until 
all  of  the  side  agreements  and  everything  is  finished? 

Mr.  Gephardt.  I  think  that  we  are  going  to  wait  until  the  side 
agreements  are  finished,  and  then  we  get  implementing  legislation 
that  reflects  the  entire  transaction. 

Mr.  Roth.  Last  week,  the  AFL-CIO  put  out  their  manifesto  on 
NAFTA. 

Do  you  endorse  their  position?  What  is  your  opinion  on  that? 

Mr.  Gephardt.  I  have  not  read  it  entirely.  I  am  sure  that  I  share 
some  of  their  concerns  and  worries  that  they  express.  But,  as  I  said 
in  my  statement,  I  believe  that  a  good  treaty  or  treaties  can  im- 
prove our  situation,  improve  the  situation  in  Mexico  and  Canada, 
and  would  be  in  our  interests. 

On  the  other  hand,  if  it  is  not  a  good  treaty,  and  it  does  not  treat 
the  things  that  I  talked  about,  then  it  is  probably  a  negative  in 
terms  of  the  status  quo. 

Mr.  Roth.  Well,  you  speak  for  the  administration.  There  is  no 
doubt  about  that.  The  interpretation  I  get  is  that  we  have  not 
closed  the  door  on  it,  that  we  are  not  really  happy  about  it.  NAFTA 
iust  sort  of  seems  to  be  in  limbo  as  far  as  the  administration  would 
be  concerned. 

Would  that  be  a  fair  assessment? 
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PROPOSED  AGREEMENT  PROCESS 


Mr.  Gephardt.  I  do  not  think  so.  As  I  understand  it,  Ambas- 
sador Kantor  in  a  couple  of  weeks  will  sit  down  with  the  Mexicans 
and  the  Canadians  and  begin  to  try  to  deal  with  these  three  issues 
that  we  talked  about,  and  try  to  reach  an  agreement.  And  if  they 
can  do  that  and  get  successful  resolution,  then  they  will  bring  im- 
plementing legislation,  and  we  will  try  to  move  forward.  I  do  not 
think  it  is  limbo.  I  think  there  is  a  serious  purpose  in  trying  to  get 
this  done. 

Mr.  RoTH.  My  last  question  would  be,  as  for  these  side  agree- 
ments, do  you  have  a  list  of  priorities  say,  seven  objectives,  or 
three,  or  whatever  it  might  be,  and  these  are  the  ones  that  have 
to  get  met.  In  other  words,  do  you  have  anything  in  these  side 
agreements  that  you  are  sajdng  is  absolutely  essential  for  us  to 
get? 

Mr.  Gephardt.  I  think  that  the  administration  wants  to  make 
progress,  significant  progress,  in  all  of  the  areas  that  I  talked 
about.  There  are  essentially  three.  We  are  talking  about  environ- 
mental enforcement.  We  are  talking  about  infrastructure  improve- 
ment. And  we  are  talking  about  workers'  code  of  conduct  from  the 
viewpoint  of  Mexico,  and  displaced  workers,  and  ways  to  help  them 
find  new  jobs  on  our  side  of  the  border. 

Mr.  Roth.  Thank  you  very  much. 

Mr.  Gejdenson.  Mr.  Smith. 

Mr.  Smith.  Thank  you,  Mr.  Chairman. 

Mr.  Grephardt,  welcome  to  the  committee.  I  appreciate  your  testi- 
mony. I  have  a  couple  of  questions,  if  you  would  answer  them. 

NET  JOB  GAIN 

I  am  having  a  hard  time  getting  to  the  bottom  of  what  would  be 
the  net  job  increase  or  loss,  is  it  a  zero-sum  game?  The  Economic 
Policy  Institute  suggests  that  some  550,000  highway  jobs  would  be 
lost  over  the  next  10  years.  The  other  organizations  put  it  at  a  net 
gain  of  up  to  130,000.  Depending  on  whom  you  talk  to  that,  based 
on  the  model  which  they  used,  there  is  a  scenario  that  is  either 
rosy  or  absolutely  draconian. 

What  is  your  best  analysis  on  this?  I  met  with  people  yesterday 
regarding  this.  I  read  all  of  the  AFL-CIO  information  on  it.  I  have 
read  EPI's  information.  The  different  scenarios  vary  widely  in 
terms  of  what  is  going  to  happen. 

Are  we  looking  at  a  potential  job  loser,  even  with  the  proposed 
changes  that  the  administration  is  contemplating? 

Mr.  Gephardt.  Representative,  like  so  many  of  these  cases,  you 
can  get  whatever  study  you  want  to  find.  And  computer  models  are 
computer  models,  and  they  probably  are  not  infallible.  I  have  read 
most  of  them,  and  I  have  talked  to  a  lot  of  economic  experts.  My 
best  guess,  and  it  is  as  good  as  anybody  else's,  I  guess,  is  that  there 
probably  hopefully  would  be  a  net  job  gain  even  over  time.  All  stud- 
ies do  not  support  that,  but  that  is  what  I  would  hope  could  happen 
and  would  happen. 

Let  me  just  give  you  one  example  of  what  we  face  today.  Let  me 
take  automobiles.  Under  today's  law  in  Mexico,  for  every  assembled 
unit  that  we  ship  into  Mexico,  their  law  requires  that  two  assem- 
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bled  units  come  back.  That  is  a  terrific  trade  barrier  for  us.  That 
is  a  real  problem.  You  know,  there  are  days  on  which  I  wish  that 
we  could  have  such  a  law.  It  would  really  help  our  auto  workers 
and  our  auto  companies. 

So  the  treaty  opens  that  up  over  time,  and  gets  us  to  a  situation 
where  those  restrictions  do  not  apply.  It  takes  over  10  years  to  do 
that.  So  if  you  assume  that  opens  up  some  opportunities  for  us, 
then  we  could  gain  some  jobs. 

There  are  otner  areas  where  you  worry  about  jobs  going  down 
there  in  order  to  get  cheap  labor.  That  is  going  on  anyway.  The 
question  is  will  it  accelerate. 

I  think  that  the  real  answer  to  your  question  is  nobody  really 
knows.  And  we  will  not  know  until  we  begin  some  kind  of  a  treaty 
and  then  see  what  happens. 

In  my  testimony  today,  I  suggested  some  language  that  I  would 
hope  could  be  put  in  the  treaty.  And  that  is  import  surge  or  job- 
loss  language  tnat  would  say  tnat,  at  some  point  in  time  after  the 
treaty  begins,  if  the  thing  does  not  work  out  the  way  that  we 
thought  that  it  was  going  to  work  out,  and  we  are  suffering  tre- 
mendous job  losses  or  tremendous  import  surges  that  we  could 
back  off,  that  we  could  interrupt  this  tning  in  some  sensible  way 
until  we  can  figure  our  way  back  through  it.  Other  countries  have 
done  things  like  this.  There  is  a  way  to  write  this.  And  I  think  that 
makes  sense. 

The  final  point.  Under  any  scenario,  there  are  going  to  be  job 
losses  in  the  United  States  as  a  result  of  this  treatv.  And  what  has 
so  often  disturbed  me  is  people  blithely  saying  well,  there  is  going 
to  be  a  net  job  gain.  Well,  that  is  great  if  you  did  not  lose  your  job. 
If  you  did  lose  your  job  like  the  Zenith  workers  in  Springfield,  Mis- 
souri, 4000  jobs  the  week  after  we  voted  on  fast  track,  we  need  an 
answer  for  them.  We  need  some  plausible  answer. 

Training  alone  is  not  enough.  It  seems  to  me  that  there  has  got 
to  be  training  plus  some  way  to  try  to  get  them  the  jobs  that  they 
might  be  able  to  qualify  for. 

And  that  is  why  I  am  so  adamant  about  there  being  a  plausible 
displaced  worker  program.  When  we  did  the  Tokyo  Round,  we  put 
in  training  adjustment  assistance.  It  was  never  funded  correctly, 
and  it  never  fulfilled  its  promise.  I  do  not  want  allusions.  I  want 
concrete  funded  programs.  So  you  can  look  a  worker  in  the  eye  who 
loses  his  job  to  Mexico  and  say  yes,  there  is  something  here  for  you 
to  lock  into  to  be  able  to  give  you  some  hope  to  get  a  new  job. 

BUY-AMERICAN  PROVISIONS 

Mr.  Smith.  Mr.  Gephardt,  there  is  a  concern — and  I  share  it — 
that  the  Buy  American  provisions  in  state,  Federal,  and  local  gov- 
ernments are  undermined  by  NAFTA.  With  government  procure- 
ment in  Mexico  in  particular  and  perhaps  Canada,  bids  on  various 
projects  may  end  up  losing  a  lot  of  taxpayer  money  that  might  oth- 
erwise be  recirculated  in  our  own  areas. 

Is  that  on  the  table  as  well  in  the  new  round  of  negotiations? 

Mr.  Gephardt.  I  do  not  think  it  is.  I  think  that  whatever  is  in 
the  treaty  is  what  we  have  got  to  live  with,  at  least  for  now.  Presi- 
dent Clinton  has  said  that  he  does  not  want  to  go  back  into  the 
treaty  itself  on  the  trade  provisions  and  redo  that  negotiation,  I  am 
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willing  to  live  with  that  reluctantly.  I  would  have  preferred  a  total 
renegotiation.  That  is  not  going  to  be  the  case.  I  am  willing  to  give 
this  a  try.  If  we  solve  those  other  problems  and  then  have  escape 
clauses  if  things  do  not  work  out  the  way  that  we  think  that  they 
are  supposed  to  work  out. 

HEALTH  STANDARDS 

Mr.  Smith.  One  final  very  brief  question. 

Health  standards  have  been  the  subject  of  some  criticism  since 
international  norms  will  be  applied  as  opposed  to  our  own  national 
norms.  Will  that  be  an  issue  considered  under  the  broad  category 
of  environment? 

Mr.  Gephardt.  I  think  you  could  say  that  it  is  broadly  covered. 
I  do  not  know  that  we  can  get  to  a  requirement  that  Mexico  have 
such  and  such  health  insurance  program.  I  think  that  there  has  to 
be  a  code  of  conduct  that  can  be  adopted  by  the  Mexican  companies 
and  American  companies  operating  in  Mexico,  so  that  we  do  not 
have  child  labor  and  a  lot  of  other  problems  that  we  face  in  other 
countries. 

Mr.  Smith.  Thank  you,  Mr.  Chairman. 

Mr.  Gejdenson.  Thank  you. 

Mr.  Menendez. 

AMERICAN  UNEMPLOYMENT 

Mr.  Menendez.  Thank  you,  Mr.  Chairman. 

Mr.  Majority  Leader,  I  share  many  of  the  concerns  that  you  viv- 
idly outlined  in  your  description  of  our  concerns.  Let  me  just  say 
that  representing  a  district  that  suffers  one  of  the  highest  rates  of 
unemployment  in  New  Jersey,  and  industries  that  are  related  to 
the  very  types  of  impacts  that  we  believe  NAFTA  would  create,  for 
me  this  is  a  real  pressing  question.  So  I  share  your  concerns. 

I  have  heard  some  of  the  elements,  the  essential  elements  of  the 
side  agreements.  Do  you  have  any  sense  of  a  timeframe  that  we  are 
talking  about? 

We  all  hope  that  this  agreement  will  be  a  net  job  producer.  I  am 
concerned,  as  you  are,  about  people  who  are  unemployed.  If  you  are 
among  those  people  who  have  in  effect  netted  out,  then  it  is  cer- 
tainly a  serious  concern. 

Part  of  this  is  background,  and  I  received  today  some  informa- 
tion. And  I  was  astounded.  It  is  a  breakdown  of  the  impact  of 
NAFTA  on  each  state.  I  looked  at  my  state's  totals.  I  looked  at  one 
area  that  my  district  particularly  has  great  concern  in — the  apparel 
industry — which  has  been  devastated.  And  I  looked  at  these  num- 
bers, and  it  showed  a  dramatic  increase.  And  I  said,  it  does  not  rec- 
oncile itself. 

Mr.  Gephardt.  Increase  in  jobs? 

Mr.  Menendez.  Well,  allegedly,  the  increase  of  exports  to  Mexico 
in  thousands  of  dollars.  But  normally,  it  relates  to  jobs,  or  at  least 
that  is  what  is  portrayed.  So  knowing  what  is  going  on  back  home, 
I  called  back  home  to  the  different  sectors  that  are  involved,  and 
I  got  an  interesting  explanation:  what  we  are  talking  about  is  that 
these  exports  are  oasically  primarily  of  cut  pieces,  meaning  that 
they  are  being  sewn  back  in  Mexico  and  exported  back  here  to  the 
United  States. 
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And  when  I  look  at  what  it  could  mean  in  terms  of  jobs,  there 
are  maybe  one  or  two  companies  in  New  Jersey,  not  necessarily  in 
our  district,  but  one  or  two  companies  that  could  provide  for  the 
total  increase.  But  in  terms  of  job  creation,  it  is  virtually  insignifi- 
cant. So  numbers,  of  course,  as  we  all  know,  play  to  all  different 
types  of  views. 

So,  what  do  you  see  as  some  of  the  essential  elements  of  the  side 
agreements  that  would  have  to  exist  in  order  to  pursue  passage, 
and  do  you  have  a  sense  of  a  timeframe? 

Mr.  Gephardt.  I  think  that  the  goal  will  be  to  try  to  conclude 
this  some  time  this  year  and  get  something  before  the  Congress. 
I  think  that  if  it  drags  on  a  lot  beyond  that,  that  it  gets  very  dif- 
ficult. But  I  do  not  nave  any  more  specific  of  a  timeframe  than 
that. 

DISPLACED  WORKER  PROGRAM 

On  the  very  question  that  you  present,  again  I  think  that  we 
have  to  have  in  place  a  displaced  worker  program  that  includes 
more  than  just  training.  So  that  you  can  say  to  people  who  either 
have  or  will  lose  their  jobs  to  Mexico  that  there  is  a  way  that  we 
can  get  them  in  a  new  situation  that  will  be  at  least  commensurate 
or  somewhat  commensurate  with  what  they  had. 

We  have  never  made  a  commitment  to  that  kind  of  a  program. 
We  just  have  not  done  it.  That  is  why  I  am  not  going  to  put  up 
with  promises.  I  am  not  going  to  put  up  with  "well,  we  will  find 
room  in  the  budget  for  it."  We  are  not  going  to  find  room  in  the 
budget  for  it.  There  is  no  room  in  the  budget  for  it.  Where  is  the 
money?  I  want  to  see  the  money.  This  all  goes  back  to  money. 

I  will  say  it  again.  Europe  spends  $24  billion  on  these  kinds  of 
programs  with  three  countries  that  are  relatively  well-off  compared 
to  Mexico.  And  we  are  talking  blithely  about  "oh,  we  will  take  care 
of  it  in  the  budget."  Where  in  the  budget?  I  want  to  see  the  dollars 
flowing  in  from  some  source  of  money. 

Let  me  just  say  one  other  thing  to  you,  though.  It  is  also  easy 
to  conclude  here  that  what  is  going  on  is  OK  You  are  losing  jobs 
to  Mexico  now  through  the  maquiladoras.  They  can  go  there  today. 
You  can  send  your  cut  pieces  to  Mexico  today,  and  get  free  tariff 
and  get  the  goods  sent  back. 

So  we  must  never  get  caught  up  in  the  thinking  that  what  is 
going  on  is  great.  It  is  not.  The  question  is  can  you  improve  the 
situation,  can  you  get  better  access  to  Mexican  markets,  can  you 
produce  more  good  jobs  in  the  United  States.  And  can  you  take 
care  of  the  people  who  are  getting  ground  up  today.  The  workers 
at  Zenith  in  Springfield  lost  their  jobs  last  year.  There  was  no  dis- 
placed program  for  them.  The  question  is  can  we  produce  a  way  to 
deal  with  those  problems. 

The  final  point  is  Mexico  is  not  going  anywhere.  It  is  there. 
There  are  90  million  people  there.  They  have  a  low  standard  of  liv- 
ing. Either  we  deal  with  these  problems,  or  they  will  consume  us. 

And  so  we  have  to  look  at  NAFTA  as  a  vehicle  to  begin  solving 
problems  that  we  already  have,  that  are  very  difficult,  right  on  our 
doorstep. 

Mr.  Menendez.  One  last  thing.  We  agree.  I  know  that  the  goods 
that  are  sent  back  are  charged  duties  of  only  a  third  of  value.  So 
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that  is  an  impact  on  us  as  well.  So  one  of  the  essential  items  of 
these  side  agreements  will  have  to  be  the  appropriations  necessary. 

Mr.  Gephardt.  The  money;  where  is  the  money? 

Mr.  Menendez.  Thank  you,  Mr.  Chairman. 

Mr.  Gejdenson.  Ms.  McKinney. 

Ms.  McKinney.  Thank  you,  Mr.  Chairman. 

Thank  you  also,  Mr.  Maiority  Leader,  for  quite  an  impassioned 
statement  here  today.  And  I  am  not  going  to  ask  you  any  ques- 
tions, but  say  that  you  have  made  your  position  very  clear,  /^d  I 
want  you  to  know  that  the  workers  of  Georgia's  11th  Congressional 
District  also  share  the  same  kind  of  passion  that  you  share  on  this 
issue. 

Mr.  Gephardt.  Thank  you. 

Mr.  Gejdenson.  Mr.  Brown. 

workers'  rights  and  standard  of  living  in  MEXICO 

Mr.  Brown.  Thank  you,  Mr.  Chairman. 

A  real  quick  question.  Congressman  Gephardt.  You  said  that 
NAFTA  can  be  fixed.  We  all  hope  that  it  can  be,  and  think  with 
the  right  conditions  that  it  can  be.  Our  conditions  may  differ  from 
time  to  time. 

Clearly,  the  key  to  free  trade  is  the  creation  of  a  middle  class. 
And  the  development  of  the  maquiladoras  and  the  economic  activ- 
ity of  the  maquiladoras  by  most  numbers  and  most  readings  have 
seen  wages  not  increase  and  in  some  cases  decrease  in  the  manu- 
facturing sector,  in  the  maquiladoras. 

With  the  conditions  that  the  President  has  proposed,  how  can 
that  go  far  enough  to  really  make  Mexican  wages  go  up  to  create 
a  middle  class  there  without  some  kind  of  real  free  trade  union, 
without  a  minimum  wage,  without  free  elections  in  Mexico?  With- 
out those  conditions,  how  can  we  move  forward  in  bringing  up 
Mexican  wages,  so  that  they  can  buy  American  products  and  hack 
and  forth? 

Mr.  Gephardt.  Representative,  one  of  the  things  that  I  think 
needs  to  be  included  in  these  side  agreements  is  what  I  would  call 
a  code  of  conduct  on  behalf  of  American  companies  operating  in 
Mexico  and  Mexican  employers  as  well.  It  would  go  to  questions 
like  the  right  to  organize,  the  right  to  strike,  minimum  wage,  and 
other  such  issues.  The  lack  of  a  law  against  child  labor,  et  cetera, 
et  cetera.  And  then  a  way  to  try  to  see  that  those  laws  are  carried 
out.  So  that  over  time — it  will  not  happen  overnight — but  over 
time,  you  can  see  the  standard  of  living  in  Mexico  go  up.  That  is 
the  goal. 

We  see  that  in  Europe,  again  with  countries  that  are  two  to  one 
wage  disparity,  not  ten-to-one.  So  they  have  less  far  to  go.  But  you 
do  see  the  standard  of  living  in  Spain,  and  Portugal,  and  Greece 
beginning  to  move  up.  And  that  is  the  goal.  That  is  where  you  are 
trying  to  go.  Everybody's  standard  goes  up. 

Mr.  Brown.  So  Mr.  Chairman,  real  quickly. 

So  that  code  of  conduct  that  you  would  like  to  include  in  one  of 
these  side  agreements  is  not  imposed  on  the  Mexican  Government 
to  enact  some  sort,  less  than  ours,  but  some  sort  of  North  American 
minimum  wage  or  some  better  component  for  real  free  trade  union- 
ism, not  the  government  co-opted  unions. 
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Mr.  Gephardt.  Right. 

Mr.  Brown.  That  is  a  code  of  conduct  imposed  by  us  on  our  com- 
panies doing  business  in  Mexico? 

Mr.  Gephardt.  Right. 

Mr.  Brown.  Thank  you,  Mr.  Chairman. 

Mr.  Gejdenson.  We  thank  the  Majority  Leader  for  his  time  and 
his  excellent  testimony. 

Mr.  Gephardt.  Thank  you. 

Mr.  Gejdenson.  The  committee  will  stand  in  recess  until  we 
complete  the  vote. 

[Recess.] 

Mr.  Gejdenson.  The  committee  will  resume. 

Mr.  Kolbe,  could  you  please  proceed. 

STATEMENT  OF  HON.  JIM  KOLBE,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  ARIZONA 

Mr.  KoLBE.  Thank  you  very  much,  Mr.  Chairman.  I  appreciate 
the  opportunity  to  testify  before  the  joint  subcommittee  hearing  of 
the  Subcommittee  on  Economic  Policy,  Trade,  and  Environment 
and  the  Subcommittee  on  Western  Hemisphere  Affairs. 

This  hearing  is  timely,  as  Congress  begins  to  hear  the  arguments 
for  the  recently  signed  North  American  Free  Trade  Agreement. 

Mr.  Chairman,  you  have  a  full  copy  of  my  statement,  and  I  will 
try  to  be  briefer  in  the  verbal  part  that  I  give  here  today. 

democratization  of  MEXICO 

But  before  I  get  into  the  labor  and  environmental  issues,  I  would 
first  like  to  touch  on  the  foreign  policy  implications  of  the  North 
American  Free  Trade  Agreement,  as  our  colleague,  Mr.  Gephardt 
did  as  well. 

Since  President  Salinas  has  taken  office,  Mexico  has  extended  a 
hand  of  cooperation  to  the  United  States.  It  has  dismantled  a  state 
owned  economy,  has  defended  human  rights,  and  embarked  upon 
a  path  of  steady  political  liberalization. 

By  successfully  implementing  NAFTA,  the  United  States  will  so- 
lidify and  further  enhance  the  Salinas  vision  of  perestroika  and 
glasnost.  And  as  its  economy  expands  and  its  middle  class  grov/s, 
Mexico  will  continue  along  this  path  of  increased  democratization. 

In  recent  elections  in  the  Mexican  State  of  Baja  California  Sur, 
one  of  the  opposition  parties,  the  pan,  won  control  of  the  state's  leg- 
islative chamber,  in  three  of  the  five  major  cities  which  represented 
over  80  percent  of  the  population. 

It  is  interesting  to  note  that  democracy  seems  to  be  strongest  in 
the  most  modern  Mexican  states,  including  those  in  the  advanced 
industrial  states  of  the  north,  and  of  Yucatan.  This  suggests  that 
increased  contacts  with  other  democratic  nations,  such  as  the  Unit- 
ed States,  helps  to  facilitate  democracy. 

Soon  President  Clinton  will  begin  negotiations  for  parallel  or  side 
agreements  on  environment  protection,  worker  rights,  and  import 
surges.  And  since  that  is  the  subject  of  today's  hearing  in  large 
part,  I  want  to  address  some  of  that. 
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SUPPORT  OF  U.S.  NET  JOB  CREATION 

On  labor  issues,  I  believe,  as  most  economists  do,  that  NAFTA 
will  lead  to  a  net  job  creation  in  the  United  States.  That  is  true, 
because  we  will  export  more  capital,  consumer,  and  agricultural 
goods. 

The  facts  speak  for  themselves.  In  1992,  the  United  States  had 
a  $5.4  billion  trade  surplus  with  Mexico.  NAFTA  will  boost  U.S. 
economic  growth,  employment,  and  investment  even  further. 

MANUFACTURING  IN  MEXICO  TO  BENEFIT  UNITED  STATES 

And  if  I  might,  Mr.  Chairman,  I  would  like  to  digress  for  just  a 
moment  to  tell  you  a  little  story.  The  day  before  vesterday,  I  was 
in  Mexico  in  Hemorsillos,  south  of  the  border  with  Arizona.  I  vis- 
ited a  factory  that  is  under  construction,  about  170,000  square  feet. 
It  is  a  Hong  Kong  company  that  now  has  its  manufacturing  plant 
in  the  People's  Republic  of  China,  the  largest  manufacturer  of  toys 
in  the  world. 

They  are  moving  this  manufacturing  of  toys.  100  percent  of  the 
world's  Barbie  dolls  are  manufactured  there.  They  are  moving  this 
from  China  to  Mexico.  They  are  moving  it  for  a  variety  of  reasons. 
PartW  in  anticipation  of  the  free  trade  agreement  and  the  lower 
tariffs.  Partly  because  of  concern  over  MFN.  Partly  as  a  result  of 
concern  about  the  political  situation  in  China. 

By  moving  that  factory  back  there,  100  percent  of  the  parts,  the 
components,  the  input  into  the  product  of  the  toys  will  come  from 
the  United  States  rather  than  from  Mexico. 

I  asked  specifically,  plastic  being  the  largest  component  in  any 
toy,  why  they  would  buy  it  from  the  United  States  rather  than 
PEMEX  in  Mexico.  And  the  answer  was  simply  because  PEMEX 
cannot  compete  with  the  United  States.  Currently,  of  course,  none 
of  that  plastic  comes  from  the  United  States.  It  all  comes  from 
Japan  and  other  countries  in  the  Far  East. 

There  is  a  specific  example  of  how  NAFTA  is  bringing  manufac- 
turing back  to  our  shores,  to  the  United  States,  Mexico,  and  Can- 
ada. And  we  will  benefit  from  having  that  here. 

NAFTA  TO  BENIFIT  U.S.  WORKERS 

To  go  back  to  my  statement,  Mr.  Chairman,  the  Institute  for 
International  Economics  estimates  that  NAFTA  will  create  171,000 
net  U.S.  jobs  by  1995.  If  we  were  to  reject  NAFTA,  we  would  expe- 
rience job  losses.  It  would  certainly  slow  down  capital  formation  in 
Mexico,  and  perhaps  a  flight  of  capital  by  the  jolt  to  Mexican  politi- 
cal stability. 

The  consequences  of  these  events  would  lead  almost  certainly  to 
a  contraction  in  Mexican  imports,  expand  its  exports,  and  thereby 
slash  the  U.S.  trade  surplus  with  Mexico,  and  result  in  a  loss  of 
jobs  in  this  country. 

While  labor  groups  would  never  admit  it,  NAFTA  already  ad- 
dresses many  of  the  concerns  of  the  U.S.  worker.  It  does  so  through 
straightforward  trade  provisions.  First,  long  transition  periods  of 
up  to  15  years  are  included  for  the  elimination  of  tariffs  on  the 
most  sensitive  sectors.  Second,  tough  rules  of  origin  will  guarantee 
that  the  benefits  of  NAFTA  trade  reductions  will  go  to  North  Amer- 
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ican  made  products.  And  third,  bilateral  and  global  safeguards  will 
permit  a  temporary  hike  in  U.S.  tariff  rates  to  pre-NAFTA  levels 
to  protect  U.S.  workers  and  farmers  from  being  injured  by  unex- 
pected import  surges. 

Mr.  Chairman,  those  provisions  are  in  the  agreement  today.  Be- 
cause of  these  snap-back  provisions,  I  do  not  see  any  reason  that 
an  additional  side  agreement  on  import  surges  is  necessary,  as  was 
suggested  by  our  colleague,  Congressman  Gephardt,  a  few  mo- 
ments ago. 

WORKER  DISPLACEMENT 

While  I  believe  that  NAFTA  will  lead  to  job  creation,  one  does 
recognize  that  worker  dislocation  will  result.  Setting  aside  conflict- 
ing estimates  on  the  net  job  gains  or  losses,  the  worker  dislocation 
has  to  be  seen  in  the  context  of  the  gross  job  displacements  that 
occur  regularly  in  the  dynamic  U.S.  economy. 

For  example,  in  the  5  years  from  1985  to  1990,  some  8.9  million 
workers  were  displaced  from  their  jobs.  New  jobs  were  being  cre- 
ated at  the  same  time.  But  workers  had  to  learn  new  skills,  move 
to  different  locations,  or  learn  new  ways  of  working. 

Estimates  of  worker  dislocation  resulting  from  NAFTA  over  a  5- 
year  period  can  range  from  145,000  by  the  Institute  for  Inter- 
national Economics  to  a  far  more  pessimistic  calculation  of  490,000 
workers. 

Using  either  of  these  estimates,  worker  dislocation  constitutes 
perhaps  2  percent,  and  not  more  than  6  percent  of  the  work  force 
that  already  can  expect  to  see  their  jobs  or  employers  change  dur- 
ing that  period. 

E^fVIRONMENTAL  ISSUES 

Let  me  turn  now  to  the  environmental  issues.  NAFTA  opponents 
try  to  characterize  the  agreement  as  one  leading  to  environmental 
degradation.  I  disagree.  NAFTA  is  the  greenest  trade  agreement 
ever.  It  includes  innovative  environmental  provisions  which  will 
serve  as  a  model  for  future  trade  negotiations. 

NAFTA  is  clear  and  specific  in  respecting  each  country's  sov- 
ereignty and  ability  to  establish  environmental  standards  commen- 
surate with  their  national  priorities. 

Specifically,  in  both  the  sanitary  and  phytosanitary,  and  the 
standards  related  chapters  of  the  agreement,  NAFTA  properly  re- 
serves each  party's  right  to  set  the  appropriate  level  of  protection 
for  humans,  animals,  and  plant  life  within  their  own  country. 

State  governments  will  also  have  the  ability  to  choose  the  level 
of  environmental  protection  appropriate  to  their  own  conditions 
and  priorities. 

We  can  apply  those  standards  as  long  as  there  is  a  scientific 
basis  for  a  standard,  and  they  are  applied  uniformly  in  a  non- 
discriminatory manner. 

Furthermore,  NAFTA  would  make  it  easier,  much  easier  than 
GATT,  to  uphold  a  validity  of  a  standard.  The  agreement  does  not 
require  the  least  restrictive  standard  as  GATT  does. 
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UPWARD  HARMONIZATION 

Environmentalists  have  expressed  fears  that  a  North  American 
Free  Trade  Agreement  would  lead  to  a  downward  harmonization  of 
standards  that  is  erased  to  the  lowest  level  of  protection. 

NAFTA  addresses  this  issue  head  on  by  advancing  the  principle 
that  environmental  standards  should  be  harmonized  upward.  The 
sanitary  and  phytosanitary  chapter  calls  on  parties  to  pursue 
equivalence  and  use  international  standards  as  a  basis  without  re- 
ducing the  level  of  protection  of  human,  animal,  or  plant  health. 

NAFTA  also  incorporates  environmental  considerations  in  the 
agreement  by  giving  clear  priority  to  international  environmental 
and  conservation  agreements,  discouraging  all  member  countries 
from  seeking  investment  by  lowering  or  relaxing  environmental 
laws,  as  well  as  making  the  dispute  mechanism  more  favorable  to 
environmental  concerns. 

Let  me  just  express  my  view  on  a  couple  of  the  proposals  that 
have  been  suggested  for  inclusion  in  the  NAFTA  or  in  the  side 
agreements. 

UNFAIRNESS  OF  TARIFFS 

At  a  time  when  the  national  economic  debate  is  focused  on  tax 
fairness,  I  cannot  think  of  a  proposal  more  unfair  than  a  cross-bor- 
der transaction  tax  or  fee  to  support  environmental  infrastructure 
or  worker  retraining. 

The  concept  strikes  at  the  very  foundation  of  the  NAFTA.  This 
proposal  would  distort  competition,  deny  national  treatment  to  a 
country's  trading  partners,  one  of  the  main  objectives  of  the 
NAFTA. 

A  tax  imposed  on  exports  is  contrary  to  the  U.S.  Constitution. 
Moreover,  it  would  reduce  U.S.  export  opportunities,  and  unfairly 
penalize  our  most  competitive  and  efficient  producing  industries. 

The  tax  would  serve  to  depress  worker  incomes,  since  wages  in 
export  oriented  industries  are  on  average  12.2  percent  higher  than 
all  nonagricultural  U.S.  jobs. 

Mr,  Chairman,  in  all  of  this  debate,  I  think  that  sometimes  we 
forget  the  American  consumer.  By  reducing  tariff's,  NAFTA  enables 
U.S.  consumers  to  purchase  a  wider  variety  of  goods  at  lower 
prices.  It  increases  U.S.  consumer  purchasing  power  and  real  in- 
come. 

EARMARKING  OF  TARIFF  REVENUES  IS  DUBIOUS 

For  reasons  related  to  political  appeal,  others  look  to  earmarking 
or  dedicating  the  remaining  tariff  revenues  from  U.S. -Mexico  trade 
after  NAFTA  is  implemented  to  a  fund  which  would  finance  envi- 
ronmental infrastructure.  That  idea  has  pitfalls  as  well. 

First,  within  the  Federal  budget,  tariff  revenues  are  paid  to  the 
Treasury  and  serve  as  an  offset  for  all  Federal  spending.  A  dedica- 
tion of  tariff  revenues  to  pay  for  a  particular  set  of  programs  means 
less  government  revenues  to  pay  for  other  programs.  It  just  means 
more  borrowing  in  other  areas. 

Second,  because  the  U.S.  tariffs  on  Mexican  exports  are  being 
phased  out,  tariff  revenues  would  be  very  unstable  and  an  inad- 
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equate  source  of  revenue,  and  would  more  than  likely  lead  to  a 
mismatch  between  funding  and  the  need  for  expenditures. 

Because  of  these  concerns,  I  believe  that  we  should  focus  our  ef- 
forts on  funding  legitimate  environmental  projects  through  general 
revenues  or  by  providing  incentives  for  private  sector  financing. 

PROBLEMS  OF  ENFORCEMENT  OF  ENVIRONMENT  AND  LABOR 

STANDARDS 

Some  followers  of  NAFTA  have  suggested  the  inclusion  of  a  cor- 

E orate  code  of  conduct  for  U.S.  corporations.  But  we  should  remem- 
er  that  NAFTA  is  a  commercial  trade  agreement,  not  an  Euro- 
pean style  social,  political,  and  monetary  arrangement. 

As  President  Clinton  proceeds  with  the  supplemental  negotia- 
tions to  create  commissions  on  the  environment  and  labor,  he 
needs  to  proceed  with  great  care.  Environmental  and  labor  groups 
are  advocating  the  creation  of  trade  sanctions  for  failure  to  enforce 
or  comply  with  a  country's  environmental  and  labor  laws. 

Some  have  argued  tnat  such  a  provision  is  no  different  than 
NAFTA's  intellectual  property  rights  provisions,  but  that  analogy 
is  flawed.  In  the  case  of  intellectual  property  rights,  failure  to  en- 
force would  denv  U.S.  exporters,  workers,  and  investors  the  bene- 
fits made  available  to  them  by  the  agreement. 

In  the  case  of  failure  to  enforce  Tabor  and  environmental  laws, 
no  U.S.  exporter,  worker,  or  investor  is  being  deprived  of  a  benefit 
conferred  on  them  by  the  agreement. 

If  trade  sanctions  are  substituted  for  a  lack  of  enforcement,  you 
put  in  place  a  supemational  system  that  second  guesses  a  country's 
use  of  prosecutorial  discretion.  And  I  am  speaking  here  about  the 
concern  about  substituting  some  kind  of  an  international  decision 
for  prosecution  on  environmental  concerns. 

Believe  me,  with  the  environmental  laws  which  we  have  in  this 
country,  it  is  a  provision  that  could  be  used  against  U.S.  industry 
with  a  vengeance  by  meddling  foreign  companies  that  seek  a  mar- 
ket advantage  in  the  United  States. 

Again,  NAFTA  is  not  an  environmental  or  labor  agreement.  It  is 
a  trade  agreement.  And  it  seeks  to  strike  a  delicate  balance  be- 
tween trade  liberalization,  job  growth,  and  environmental  and  pub- 
lic safety  concerns.  And  I  think  that  NAFTA  does  that. 

NAFTA  OFFERS  RARE  OPPORTUNITY 

In  conclusion,  Mr.  Chairman,  let  me  say  that  NAFTA  represents 
a  rare  opportunity  to  achieve  a  historic  political  reconciliation  be- 
tween the  United  States  and  Mexico,  enhance  our  binational  co- 
operation along  our  2000  miles  share  of  border,  and  strengthen  our 
economic  base. 

By  successfully  implementing  NAFTA,  we  will  send  a  clear  signal 
of  commitment  to  trade  liberalization  both  worldwide,  but  particu- 
larly here  in  the  Western  Hemisphere. 

Other  countries  in  Central  and  South  America,  as  you  well  know, 
are  knocking  on  our  door  asking  to  have  more  liberal  trade  ar- 
rangements to  enter  free  trade  agreements.  This  represents  an  un- 
precedented opportunity  for  us  to  advance  trade  liberalization,  so- 
lidify the  market  reforms  of  our  trading  partners,  and  expand  U.S. 
export  opportunities. 
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If  side  agreements  are  overburdened  with  stringent  and  untried 
new  trade  provisions,  what  country  in  their  right  mind  would  want 
to  negotiate  a  free  trade  agreement  with  the  United  States. 

Senator  Bradley  of  New  Jersey  has  called  NAFTA  the  most  im- 
portant foreign  policy  initiative  of  the  United  States  in  this  decade. 
While  he  and  I  may  share  differences  on  other  issues,  we  are  cer- 
tainly in  agreement  on  this  economic  and  foreign  policy  issue. 
Thank  you. 

[The  prepared  statement  of  Mr.  Kolbe  appears  in  the  appendix.] 

Mr.  Gejdenson.  Thank  you. 
Mr.  Richardson. 

STATEMENT  OF  HON.  BILL  RICHARDSON,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  NEW  MEXICO 

Mr.  Richardson.  Thank  you,  Mr.  Chairman. 

I  just  want  to  make  four  points.  Mr.  Wyden  who,  with  me,  has 
authored  an  environmental  component  to  NAFTA,  will  mainly  dis- 
cuss that  initiative. 

POLITICAL  REALTY 

The  four  points  that  I  want  to  make,  Mr.  Chairman,  is  first,  the 
political  reality.  President  Bush  deserves  credit  for  this  initiative, 
and  President  Clinton  deserves  credit  for  sticking  with  it.  I  see  the 
side  agreements — the  environmental  side  agreement  and  the  job 
protection  side  agreement — as  good  policy  and  good  politics. 

The  fact  is  that  President  Clinton  has  said  that  he  does  not  want 
the  agreement  renegotiated — the  trade  side.  I  think  that  is  the  re- 
ality. And  let  me  just  state  that  the  NAFTA  vote  will  be  President 
Clinton's  first  foreign  policy  vote — major  foreign  policy  vote — in 
this  session  of  Congress. 

RETRAINING  DISPLACED  WORKERS 

Point  number  two.  I  think  that  the  Congress  needs  to  work  with 
the  President  on  the  side  agreements.  We  really  cannot  make  these 
two  side  a^eements  a  wish  list  of  every  single  funding  project  and 
funding  initiative  that  comes  down  the  pike. 

I  think  that  there  are  going  to  be  limits  to  what  the  Canadians 
and  the  Mexicans  are  going  to  be  able  to  accept.  Nonetheless,  I  do 
think  that  there  should  be  a  strong  worker  retraining  package. 
There  is  no  reason  why  there  cannot  be  a  generous  retraining  pack- 
age that  involves  our  retraining  initiatives  in  this  country,  which 
have  not  been  as  strong  as  they  should  be.  But  let  us  remember 
that  we  are  retraining  workers  for  jobs  that  we  have  lost  in  Asia 
and  other  parts  of  the  world,  and  not  necessarily  Mexico  and  Latin 
America. 

ENVIRONMENTAL  INFRASTRUCTURE  FUND 

Point  number  two  on  the  environment.  Congressman  Wyden, 
who  is  one  of  the  leading  environmentalists  in  the  Congress,  will 
outHne  that  proposal.  But  what  he  and  I  have  come  up  with  is  ba- 
sically a  North  American  Commission,  which  creates  a  fund  for  en- 
vironmental infi-astructure.  One  which  guarantees  bonds  issued  by 
local  governments  at  the  border  area. 
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In  other  words,  we  just  cannot  expect  the  U.S.  taxpayer  or  the 
Mexican  taxpayer  to  fund  every  environmental  project.  But  I  do 
think  that  we  have  an  opportunity  to  maximize  the  free  trade 
agreement  with  a  good  green  environmental  side  agreement. 

COMPETITION  INCENTIVE 

Point  number  three.  We  should  pass  NAFTA  for  selfish  reasons. 
To  compete  with  our  competitors,  which  are  not  Mexico  and  our 
own  hemisphere,  but  Europe  and  Japan. 

This  is  in  our  best  interests.  While  there  may  be  some  net  short 
term  losses  overall  because  of  exports,  the  United  States  will  bene- 
fit from  the  creation  of  thousands  and  thousands  of  jobs. 

Again,  Mr.  Chairman,  what  we  have  is  trading  blocks  being 
formed,  regardless  of  what  the  international  economic  system  is 
evolving  through  negotiations.  And  it  is  important  that  in  our 
hemisphere  that  we  proceed  in  that  direction. 

NEGATIVE  FOREIGN  POLICY  EFFECT 

Lastly,  on  foreign  policy  grounds,  which  is  the  charter  of  this 
committee.  I  could  think  of  no  more  serious  setback  in  our  relation- 
ship to  Latin  America  than  a  denial  of  NAFTA  or  a  delay  of 
NAFTA  to  President  Salinas.  It  would  be  a  trip  wire  negative  effect 
for  the  rest  of  the  hemisphere,  where  Chile  and  manv  other  nations 
want  to  proceed  with  free  trade.  It  is  the  wave  of  the  future.  It  is 
something  that  we  should  take  into  account  as  we  move  on  this 
issue. 

Again,  Mr.  Chairman,  I  apologize.  I  have  a  simultaneous  mark- 
up. And  Mr,  Wyden,  who  has  worked  very  strongly  and  ardently 
on  the  environmental  component,  what  he  as  the  main  author  and 
I  as  the  cosponsor  initiated  2  days  ago,  will  describe  the  meat  of 
that. 

Mr.  Gejdenson.  Thank  you.  Please  feel  free  to  leave.  We  appre- 
ciate your  testimony  and  its  concise  nature,  as  well  as  your  ongoing 
interest,  not  just  here  today,  but  over  the  years,  in  our  trade  rela- 
tions with  our  southern  neighbors  and  other  trade  issues.  We 
thank  you  for  your  testimony. 

Mr.  Richardson,  Could  I  insert  my  statement? 

Mr.  Gejdenson.  Without  objection,  the  entire  statement  will  be 
placed  in  the  record. 

[The  prepared  statement  of  Mr.  Richardson  appears  in  the  ap- 
pendix.] 

Mr.  Gejdenson.  We  recognize  my  distinguished  colleague  from 
the  great  state  of  Oregon,  Mr.  Wyden. 

STATEMENT  OF  RON  WYDEN,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  OREGON 

Mr,  Wyden.  I  thank  my  friend.  And  I  appreciate  the  chance  to 
be  here  and  be  with  you  and  our  colleague,  Toby  Roth,  who  have 
done  so  much  on  so  many  trade  issues.  I  know  that  you  have  a 
tight  agenda,  so  I  would  like  to  put  my  statement  in  the  record. 
I  do  not  want  to  give  you  a  filibuster,  but  maybe  just  highlight  a 
couple  of  points. 
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You  know,  mention  has  been  made  of  how  this  is  essentially  a 
trade  agreement,  and  that  this  somehow  is  really  divorced  from  en- 
vironmental protection,  although  we  are  going  to  pay  lip  service  to 
environmental  protection. 

LINKAGE  BETWEEN  TRADE  GROWTH  AND  ENVIRONMENTAL 

PROTECTION 

I  would  submit  to  our  colleagues  that  trade  growth  and  environ- 
mental protection  are  directly  linked,  that  there  is  a  very  tight  con- 
nection between  the  two.  And  the  fact  of  the  matter  is  if  you  cannot 
breathe  the  air,  and  you  cannot  drink  the  water,  you  are  not  going 
to  be  able  to  sustain  long  term  economic  growth. 

That  is  the  problem  in  this  part  of  the  world.  We  have  got  a  situ- 
ation where  people  are  catching  hepatitis,  cholera,  on  the  border, 
serious  hazardous  waste  problems.  People  drinking  out  of  drums 
that  were  used  to  store  hazardous  waste. 

What  is  incredible  is  that  they  are  essentially  recycling  waste 
along  parts  of  the  border.  And  you  have  got  a  situation  where  peo- 
ple flush  the  toilet,  and  it  in  effect  goes  down  the  hill  into  the  river, 
and  then  gets  back  into  people's  water  glasses. 

It  is  extraordinary,  and  some  of  the  most  incredible  devastating 
environmental  problems  of  any  part  of  the  world.  And  that  is  what 
we  have  to  address  in  this  North  American  Free  Trade  Agreement. 

TWO  POLES  OF  ENVIRONMENTAL  DEBATE 

Now  I  would  suggest  that  there  is  an  option  between  what  I 
think  have  been  the  two  extremes  in  this  debate.  Number  one,  you 
can  do  nothing.  And  the  fact  of  the  matter  is  that  the  agreement 
as  it  stands  today  initiated  by  the  Bush  administration  with  re- 
spect to  the  environment  does  very  little  with  respect  to  funding, 
and  it  does  even  less  with  respect  to  enforcement  of  the  environ- 
mental laws.  So  that  is  in  effect  one  side  of  the  debate. 

But  then  you  can  go  to  the  other  side  of  the  debate.  In  my  view, 
there  are  some  opponents  of  the  North  American  Free  Trade  Agree- 
ment who  use  the  question  of  environmental  protection  as  a  stalk- 
ing horse  for  protectionism  or  harassment  of  competitors.  They  es- 
sentially want  no  North  American  Free  Trade  Agreement,  and  are 
saying,  "well,  we  just  need  to  have  environmental  protection,  and 
we  need  to  have  a  lot  of  it."  They  are  just  hoping  that  we  come  up 
with  something  that  is  so  far  fetched  that  we  will  not  have  an 
agreement  at  all. 

ESTABLISHMENT  OF  A  COMMISSION 

Those  are  the  two  extremes  in  the  debate.  I  would  propose  that 
we  reject  those  two  kinds  of  approaches,  and  advocate  the  kind  of 
position  that  Congressman  Richardson  and  I  have  staked  out.  We 
are  circulating  a  draft  resolution,  which  would  call  for  the  estab- 
lishment of  a  North  American  Commission  on  the  Environment. 

It  essentially  has  two  main  planks  to  it.  First,  with  respect  to 
funding,  we  look  to  the  sale  of  bonds  for  a  long  term  funding  pro- 
gram for  the  clean  up  of  the  environment.  To  the  greatest  extent 
possible,  we  would  like  to  tie  the  pay-back  of  those  bonds  to  user 
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fees,  which  works  particularly  well  as  it  relates  to  construction 
kinds  of  projects. 

With  respect  to  enforcement,  we  feel  that  we  need  to  go  beyond 
this  question  of  talking  about  problems.  We  advocate  a  systematic 
process  where  the  North  American  Commission  on  the  Environ- 
ment would  seek  to  resolve  the  problems  initially  through  consulta- 
tions, a  kind  of  formal  term  for  negotiations. 

But,  in  fact,  if  parties  cannot  work  out  the  problem  through  this 
consultative  process,  it  seems  to  me  that  it  is  appropriate  for  the 
aggrieved  government  to  ask  the  North  American  Commission  on 
the  Environment  to  allow  it  to  levy  duties,  a  small  duty,  up  to  1 
percent  ad  valorem,  on  all  imports  from  the  other  party  with  whom 
there  have  been  consultations. 

This  way,  we  would  have  a  chance  to  exhaust  every  possible 
process  before  we  look  to  a  sanction  kind  of  arrangement.  In  my 
view,  if  you  have  to  go  to  a  levy  kind  of  process  in  order  to  enforce 
environmental  statutes  through  a  North  American  Commission, 
you  could  link  the  size  of  the  levy  to  the  financial  needs  created 
Dy  the  lack  of  enforcement. 

NAFTA  DEPENDS  UPON  STRONG  ENVIRONMENTAL  PROVISION 

Finally,  Mr.  Chairman,  with  respect  to  environmental  protection, 
let  me  say  that  I  think  that  this  is  the  Achilles  heel  of  this  issue, 
both  with  respect  to  the  substance  and  with  respect  to  the  politics. 

For  example,  I  have  been  one  of  the  Democrats  who  has  sup- 
ported President  Bush  with  respect  to  the  fast  track  vote.  I  believe 
that  there  are  about  50  Democrats  who  voted  for  fast  track  on  the 
basis  that  they  would  allow  the  President  to  go  ahead  and  nego- 
tiate, but  that  they  would  only  support  a  final  agreement  if  there 
was  a  truly  strong  environmental  provision. 

We  know  that  the  NAFTA  only  got  through  the  House  by  some- 
thing like  20  to  22  votes.  So  if  even  a  small  number  of  those  Demo- 
crats who  voted  for  the  negotiations  feel  that  there  is  not  enough 
in  the  area  of  environmental  protection,  I  think  that  we  are  going 
to  lose  this  issue,  which  would  be  unfortunate,  because  the  world 
is  dividing  into  trading  blocs.  And  certainly,  it  would  do  a  disserv- 
ice to  President  Clinton  who,  as  Congressman  Richardson  says,  will 
face  this  as  really  his  first  major  foreign  policy  question. 

We  can  do  this  job.  We  can  do  the  job  of  environmental  protec- 
tion, without  looking  to  approaches  that  are  protectionist,  and 
without  distorting  investment  flows.  I  would  submit  that  what  Bill 
Richardson  and  I  have  drafted,  which  is  very  much  in  sync  with 
what  you  have  heard  the  majority  leader  and  the  President  say  on 
the  subject,  is  a  way  to  stake  out  that  approach. 

[The  prepared  statement  of  Mr.  Wyden  appears  in  the  appendix.] 

Mr.  Gejdenson.  Thank  you  for  your  testimony.  We  appreciate 
the  work  that  you  have  done  and  hope  that  we  can  avail  ourselves 
of  your  expertise  in  the  future,  as  we  work  with  the  majority  leader 
and  others  on  this  issue.  Thank  you  very  much. 

We  apologize  for  the  time  and  the  delays  caused  by  the  votes.  We 
thank  again  our  colleague,  Mr.  Wyden,  for  his  efforts  on  this  issue. 

We  will  call  the  second  and  third  panels  together.  We  have  Gary 
Hufbauer,  Segundo  Mercado-Llorens,  Stewart  Hudson,  Robert  Mor- 
ris, and  Mr.  Sneehan.  Thank  you,  gentlemen. 
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If  we  can  start  with  Mr.  Hufbauer,  the  Institute  for  International 
Economics. 

STATEMENT  OF  GARY  HUFBAUER,  REGINALD  JONES  SENIOR 
FELLOW,  INSTITUTE  FOR  INTERNATIONAL  ECONOMICS 

Mr.  Hufbauer.  Thank  you  very  much,  Mr.  Chairman. 

It  is  a  pleasure  to  appear  before  these  subcommittees.  The  state- 
ment that  I  have  submitted  for  the  record  is  based  on  the  book 
pubHshed  by  the  Institute  for  International  Economics  entitled 
'NAFTA,  An  Assessment,"  which  I  believe  has  been  given  to  each 
of  the  Members  of  Congress. 

Majority  Leader  Gepnardt  made  an  excellent  point  when  he  said 
that  NAFTA  can  be  used  to  address  both  labor  and  environmental 
issues  in  Mexico.  Without  the  NAFTA,  not  only  would  we  have  less 
access  to  Mexican  markets,  but  also  we  would  have  less  oppor- 
tunity to  discuss  labor  and  environmental  issues  with  our  Mexican 
friends. 

In  my  remarks,  I  would  like  to  focus  on  the  recommendations 
contained  in  our  book  on  environmental  and  labor  issues.  Of 
course,  we  try  to  address  much  more  in  the  book,  but  time  in  these 
hearings  is  limited. 

The  solutions  that  we  propose  are  designed  to  be  pragmatic,  as 
Majority  Leader  Grephardt  and  others  have  mentioned,  in  a  way 
that  respects  the  sovereignty  of  all  three  countries. 

ESTABLISHMENT  OF  A  NAFTA  FUND 

To  start  with  an  important  point — money.  To  address  environ- 
mental infrastructure  problems,  we  propose  in  the  environmental 
area  a  NAFTA  Fund,  which  is  expressly  designed  to  focus  on  the 
border  area  with  Mexico,  more  specifically  a  hundred  kilometers  on 
either  side  of  the  border.  This  strip  has  already  been  designated  for 
other  public  purposes,  and  is  the  area  where  environmental  and  in- 
frastructure shortcomings  are  greatest. 

Our  proposal  envisages  $3  billion  of  funding  by  the  United  States 
and  Mexico  over  a  period  of  5  years.  The  Fund  question  would  be 
administered  by  a  joint  U.S.-Mexican  commission.  It  would  lever- 
age its  resources  by  cofinancing  projects  put  forward  by  other  agen- 
cies— state,  local,  and  even  Federal  agencies — with  a  strong  pref- 
erence for  cofinancing  projects  with  a  user-fee  component  that 
would  at  least,  pay  back  the  funds  committed  by  the  cooperating 
state,  local,  or  other  Federal  agencies. 

We  believe  that  the  Federal  Governments  of  Mexico  and  the 
United  States  could  each  dedicate  existing  tariff  revenues— of 
which  there  are  plenty — to  finance  a  Fund  of  this  size.  It  would 
make  an  excellent  start  toward  addressing  the  infrastructure  and 
environmental  problems  in  the  border  area. 

RESPONSIBILITIES  OF  THE  ENVIRONMENTAL  COMMISSION 

Secondly,  as  everyone  is  aware,  President  Clinton  has  called  for 
a  North  American  Environmental  Commission.  We  see  the  main 
tasks  of  this  commission  more  or  less  as  follows:  to  sponsor  broad 
assessment  of  environmental  conditions  in  each  of  the  three  coun- 
tries; to  publish  the  results;  to  do  its  work  in  an  open  way  in  which 
citizens  and  nongovernmental  organizations  can  participate;  and, 
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to  evaluate  the  means  by  which  citizen  groups  can  use  domestic 
legal  measures  to  enforce  existing  standards. 

In  addition,  the  commission  should  set  in  motion  processes  and 
procedures  to  encourage  the  upward  harmonization  of  environ- 
mental standards  and  enforcement  overtime.  Upward  harmoni- 
zation is  especially  needed  in  the  process  area.  The  commission 
should  seek  implementation  of  "the  polluter  pays"  principle. 

In  deference  to  national  sovereignty,  the  NACE^ — the  North 
American  Commission  on  the  Environment — should  not  be  empow- 
ered to  levy  fines  or  impose  injunctive  relief.  However,  we  do  rec- 
ommend that  the  NAFTA  members  could  reinforce  the  environ- 
mental recommendations  of  the  Commission  with  trade  penalties  in 
very  carefully  controlled  circumstances. 

Specifically,  if  there  is  a  standard  which  is  inadequate  or  enforce- 
ment which  is  inadequate,  and  the  problem  is  spotlighted  by 
NACE,  and  after  a  period  of  time  remedial  steps  are  not  taken, 
then  upon  application  of  one  of  the  member  governments  a  second 
panel  could  be  constituted,  and  that  second  dispute  panel  could  rec- 
ommend what  we  call  a  "green  fee."  The  green  fee  would  be  a  low- 
rate  fee  (under  1  percent)  imposed  on  all  imports  from  the  offend- 
ing country.  In  the  case  of  U.S. -Mexico  trade,  the  green  fee  would 
be  paid  into  the  NAFTA  Fund. 

LABOR  ADJUSTMENT 

Let  me  turn  briefly  now  to  labor  adjustment  and  standards.  The 
provisions  that  the  Bush  administration  put  forward  for  the  so- 
called  ASETs  program — Advanced  Skills  for  Education  and  Train- 
ing— represented  a  very  good  start.  In  fact,  the  proposals  went  be- 
yond what  we  had  expected.  There  was  a  carve-out  in  this  broader 
ASETs  program  for  NAFTA  of  about  $335  million  a  year.  In  our 
calculations,  this  amount  would  be  adequate  to  address  foreseeable 
NAFTA  dislocation.  But  in  fact,  that  amount  could  be  doubled  if 
the  dislocation  caused  by  NAFTA  is  greater  than  we  or  other  au- 
thors foresee. 

I  certainly  agree  that  job  dislocation  has  to  be  addressed  by 
training  programs,  by  income  maintenance,  and  by  relocation  al- 
lowances. The  absence  of  adequate  programs  to  address  dislocation 
has  been  a  great  weakness  of  U.S.  labor  policy  over  the  years. 

TRILATERAL  LABOR  COMMISSION 

Besides  the  adjustment  program,  in  our  view,  there  should  be  a 
trilateral  labor  commission,  which  in  many  respects  would  parallel 
the  environmental  commission  which  I  outlined.  Again,  for  reasons 
of  sovereignty,  it  should  not  have  the  power  to  levy  fines  or  award 
damages  against  particular  firms  or  industries.  That  should  remain 
the  province  of  national  courts. 

However,  the  commission  should  act  as  a  searchlight  and  a  spot- 
light. If  firms  or  industries  do  not  improve  their  practices  after  an 
appropriate  period,  then  there  should  be  a  provision  for  trade  rem- 
edies that  could  be  imposed  against  the  exports  of  firms  or  indus- 
tries to  the  other  countries. 
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JUSTIFICATION  FOR  DELETIONS 


Mr.  Chairman,  with  your  indulgence,  I  would  like  to  comment 
briefly  on  a  New  York  Times  article  which  appeared  on  Monday. 
The  article  gave  a  lot  of  attention  to  the  portions  of  a  scenario 
which  were  not  published  in  our  book.  Never  have  we  gotten  so 
much  attention  for  something  that  we  did  not  publish! 

Let  me  make  three  points  about  the  deleted  material,  which  is 
reproduced  in  my  written  testimony. 

Firstly,  there  is  no  attempt  at  concealment.  We  distributed  these 
calculations  at  three  different  study  groups.  And  the  whole  reason 
for  study  groups  is  to  decide  what  you  are  going  to  publish.  If  you 
just  publish  what  you  give  to  the  study  groups,  why  bother  with 
the  groups? 

We  had  hoped  that  this  would  be  a  100-page  book.  It  turned  out 
to  be  a  160-page  book.  In  some  places  it  is  hard  to  read.  We  try 
to  present  the  material  in  a  way  that  is  accessible.  The  particular 
calculations  that  we  deleted  perplexed  some  of  our  readers.  They 
questioned  the  assumptions  and  they  wondered  whether  the  mate- 
rial added  anything  to  the  text.  Hence,  the  deletion. 

The  purpose  of  the  calculations  was  to  show  a  worst  case  sce- 
nario from  the  standpoint  of  low  skilled  workers  of  a  very  much 
larger  trade  impact  of  NAFTA  than  we  portrayed  in  the  book. 

The  assumptions  are  spelled  out  in  the  materials  you  have.  It 
was  deliberately  a  worst  case  scenario.  The  surprising  thing  about 
that  scenario,  as  you  will  see  from  my  prepared  statement,  is  that, 
in  a  worst  case  scenario  with  very  large  trade  impact — $30  billion 
additional  U.S.  imports,  and  $30  billion  additional  U.S.  exports  on 
account  of  NAFTA — there  is  still  not  a  disproportionate  impact  on 
low-skilled  workers. 

That  scenario  reinforces  the  scenario  that  appears  in  our  book, 
based  on  the  outlook  for  the  foreseeable  future.  The  deleted  sce- 
nario buttressed  and  reinforced  the  account  that  was  already  told 
in  the  book. 

DELETED  MATERIAL  REQUIRED  ASSUMPTIONS 

The  third  point  that  I  want  to  make  about  the  deleted  material 
is  that  it  required  a  number  of  assumptions.  They  are  spelled  out, 
as  I  said,  in  my  written  testimony. 

One  of  the  underlying  assumptions  is  that  U.S. -Mexico  trade 
would  be  balanced  as  early  as  the  year  2010,  or  as  late  as  the  year 
2020.  That  is  quite  a  number  of  years  away.  But  the  date  of  the 
balanced  trade  was  an  assumption,  not  a  forecast.  When  trade  bal- 
ance ultimately  occurs,  there  is  no  longer  a  net  U.S.  job  gain  on 
account  of  a  trade  surplus  with  Mexico. 

But  in  our  opinion,  for  the  foreseeable  future — the  next  10  years 
or  more — the  United  States  will  enjoy  a  trade  surplus  with  Mexico. 
If  and  when  that  trade  surplus  disappears,  I  think  that  our  con- 
cerns will  have  moved  on  to  other  issues. 

Thank  you. 

[The  prepared  statement  of  Mr.  Hufbauer  appears  in  the  appen- 
dix.] 

Mr.  Gejdenson.  Thank  you,  sir. 
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Mr.  Segundo  Mercado-Llorens. 

STATEMENT  OF  SEGUNDO  MERCADO-LLORENS,  DIRECTOR  OF 
GOVERNMENT  AFFAIRS,  UNITED  FOOD  AND  COMMERCIAL 
WORKERS  INTERNATIONAL  UNION 

Mr.  Mercado-Llorens.  Thank  you,  Mr.  Chairman. 

I  am  pleased  to  be  here  today  to  speak  with  you  regarding 
UFCWs  concerns  about  the  Northern  American  Free  Trade  Agree- 
ment. 

Permit  me  to  say  at  the  outset  that  we  are  encouraged  by  Presi- 
dent Clinton's  decision  to  seek  major  changes  in  the  NAFTA  text 
negotiated  by  the  previous  administration.  We  believe  that  his  ap- 
proach represents  an  important  break  with  the  past. 

For  the  first  time,  the  executive  branch  will  be  analyzing  trade 
agreements  through  the  prism  of  their  domestic  policy  con- 
sequences. In  essence,  President  Clinton  has  recognized  that  just 
as  war  is  too  important  a  matter  to  be  left  to  the  generals,  the  con- 
sequences of  trade  policy  are  too  important  to  be  left  to  trade  nego- 
tiators. 

FALLACIES  OF  NAFTA'S  MAJOR  PILLARS 

Having  said  that,  it  is  important  to  recall  at  least  two  and  pos- 
sibly three  of  the  major  intellectual  pillars  on  which  NAFTA  has 
stood. 

First,  that  NAFTA  would  generate  high-wage-high-skill  jobs.  Sec- 
ond, that  the  NAFTA  would  be  a  net  job  gain  in  the  long  term.  And 
I  think  that  the  third  intellectual  pillar  was  that  there  would  be 
in  some  reasonable  period  of  time  a  decline  in  immigration  from 
Mexico  to  the  United  States. 

REVIEW  OF  JOB  CREATION  POTENTIAL 

Let  us  review  each  of  these  in  turn.  First,  with  respect  to  the 
issue  of  NAFTA's  creation  of  high- wage-high-skill  jobs.  According  to 
the  Institute  for  International  Economics'  most  recent  analysis  of 
the  NAFTA  written  by  Mr.  Hufbauer  and  I  quote,  'There  is  no 
overall  tendency  for  U.S.  exports  to  support  high-skilled  jobs." 

What  about  the  point  that  NAFTA  would  be  a  net  gain  in  the 
long  term?  Well,  Mr.  Hufbauer  has  addressed  the  New  York  Times 
article,  which  I  was  going  to  speak  to.  But  one  thing  should  be  said 
about  the  point  that  he  makes  about  trade  balance. 

The  argument  about  trade  balance,  as  suggested  in  the  New  York 
Times  article,  is  that  at  the  end  of  a  15-  or  20-year  period  Mexico 
would  no  longer  be  importing  high  levels  of  capital  equipment  that 
it  is  alleged  will  be  imported  prior  thereto,  and  it  would  not  be  im- 
porting the  capital  equipment  because  one  assumes  that  there 
would  be  an  increase  in  Mexican  productivity.  This  is  the  very 
point  made  by  and  the  very  foundation  on  whicn  the  Economic  Pol- 
icy Institute  and  others  have  asserted,  and  we  in  labor  believe 
quite  rightly,  that  there  would  be  massive  job  loss. 

The  Institute  for  International  Economic  Studies  has  relied  on 
the  assumption,  perversely,  I  believe,  that  Mexico  would  not 
progress  in  productivity,  and  would  therefore  continue  to  import 
massive  amounts  of  capital  goods  from  the  United  States. 
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REVIEW  OF  POSSIBLE  DECLINE  IN  IMMIGRATION 

The  third  intellectual  pillar  I  believe  on  which  NAFTA  has  been 
founded  is  the  question  of  immigration.  In  Mr,  Hufbauer's  recent 
book,  he  points  out  that  over  the  short  term,  over  the  next  5  years, 
and  he  cites  the  National  Commission  on  Emplojrment  Policy  for 
this,  there  is  expected  to  be  an  increase  directly  as  a  result  of 
NAFTA,  of  100,000  new  immigrants  per  year. 

Now  what  about  the  long  term?  In  the  long  term,  he  says  that 
over  three  or  four  decades,  that  it  is  expected  that  immigration  will 
ease. 

I  find  it  incredible  how  on  the  one  hand  he  could  come  to  the  con- 
clusion that  his  analysis  that  there  would  be  a  job  loss  over  the 
long  term  is  not  viable,  because  it  is  such  a  long  term  analysis.  But 
nevertheless,  asserted  in  the  book  is  the  reliability  of  a  cut-back  in 
immigration  based  on  an  analysis  going  to  three  or  four  decades. 

WIDESPREAD  PROBLEMS  WITH  NAFTA 

The  problems  with  the  NAFTA  are  many.  First,  it  provides  guar- 
antees for  foreign  investments  while  failing  to  provide  equivalent 
guarantees  for  workers'  rights  and  environmental  standards. 

Second,  it  enhances  international  secrecy  over  democratic  deci- 
sionmaking, and  ensures  that  unelected  international  bureaucrats 
are  supreme  in  certain  areas  over  our  own  courts. 

NAFTA  opens  up  our  market,  which  is  the  envy  of  the  world, 
while  permitting  Mexico  tariffs  of  up  to  10  years  in  key  parts  of 
the  meat  sector.  This  significantly  lessens  the  opportunities  for 
growth  in  this  area,  while  opening  up  our  workers  for  assaults 
from  foreign  imports. 

Also  and  of  particular  interest  to  this  committee,  NAFTA  would 
permit  Mexico  to  become  a  preferred  exporter  of  sugar  to  the  Unit- 
ed States  outside  of  the  present  import  quota  system.  This  means, 
theoretically,  that  Mexico  could  supply  all  of  its  domestic  needs 
from  the  cheapest  international  sources,  let's  say  Cuba,  while  ex- 
porting its  own  domestic  production  to  the  United  States. 

For  consumers,  NAFTA  holds  many  concerns.  The  NAFTA  cre- 
ates legal  hurdles  which  Federal,  state,  and  local  domestic  stand- 
ards must  climb  in  order  to  avoid  being  declared  illegal  barriers  to 
trade. 

Also,  there  is  a  clause  in  the  NAFTA  which  potentially  creates 
a  cause  of  action  against  any  consumer  or  environmental  law,  even 
if  it  is  consistent  with  the  terms  of  the  agreement. 

MEXICO'S  DEVELOPMENT  STRATEGY 

Mr.  Chairman,  finally,  as  you  evaluate  the  NAFTA  and  come  to 
your  own  conclusions,  I  would  urge  that  you  think  about  this 
agreement  in  the  context  of  the  particular  development  strategy 
that  Mexico  has  adopted. 

It  should  be  noted  that  Mexico's  is  a  strategy  based  on  attracting 
private  foreign  investment  for  the  purpose  of  serving  export  mar- 
kets in  high  growth  and  high  tech  sectors.  Today,  a  vast  majority 
of  U.S.  direct  investment  is  for  export  oriented  production  targeted 
for  the  U.S.  market. 


29 

The  Mexican  Government's  development  model  is  also  based  on 
an  explicit  policy  of  concentrating  the  gains  from  growth  in  a  nar- 
row segment  of  Mexican  society.  If  Mexico  were  producing  a  devel- 
opment strategy  based  on  widening  and  deepening  of  its  own  mar- 
ket by  disseminating  the  gains  from  growth  and  a  preponderance 
of  new  investment  in  Mexico  was  targeted  at  the  Mexican  domestic 
market,  NAFTA  negotiations  and  our  critique  of  them  might  have 
a  very  different  character.  Unfortunately,  this  is  not  the  case. 

I  look  forward  to  answering  any  questions  that  you  may  have  in 
the  areas  covered  by  my  testimony.  Thank  you. 

[The  prepared  statement  of  Mr.  Segundo  Mercado-Llorens  ap- 
pears in  the  appendix.] 

Mr.  Gejdenson.  I  also  feel  like  I  should  give  you  and  Mr. 
Hufbauer  a  chance  just  to  go  at  it,  and  learn  more  about  this  sub- 
ject. 

Mr.  Hudson. 

STATEMENT  OF  STEWART  J.  HUDSON,  LEGISLATIVE  REP- 
RESENTATIVE, INTERNATIONAL  PROGRAMS  DIVISION,  NA- 
TIONAL WILDLIFE  FEDERATION 

Mr.  Hudson.  Thank  you,  Mr.  Chairman. 

I  remember  a  couple  of  years  ago  testifying  before  the  committee. 
At  the  time,  I  said  that  we  were  in  the  process  of  forming  the 
American  community,  and  I  think  that  we  have  made  much 
progress  in  that  regard  as  well.  A  lot  has  transpired. 

ENVIRONMENTAL  PROVISIONS 

In  September  30,  1992,  the  National  Wildlife  Federation  en- 
dorsed the  environmental  provisions  of  the  NAFTA  text.  We  con- 
tinue to  stress  that  no  renegotiation  of  that  text  is  needed,  a  posi- 
tion that  we  share  with  the  Clinton  administration,  and  I  am 
pleased  to  say,  with  Congressman  Wyden  and  Congressman  Rich- 
ardson as  well. 

Nevertheless,  I  think  that  this  is  a  critical  point,  failure  to  nego- 
tiate supplemental  agreements  on  trade  and  the  environment  in 
North  Ajnerica  will  lead  to  the  defeat  of  NAFTA  in  the  U.S.  Con- 
gress. These  supplemental  accords,  building  on  the  provisions  al- 
ready in  the  NAFTA,  form  what  we  like  to  call  the  NAFTA  pack- 
age. And  it  is  this  package  that  Congress  will  consider  when  it  de- 
cides whether  to  vote  up  or  down  on  the  implementing  legislation. 

Now  there  are  three  pieces  to  the  package.  The  first  piece  is  the 
NAFTA  text.  The  second  is  the  supplemental  agreements.  And  the 
third  is  the  implementing  legislation. 

What  I  would  like  to  discuss  today  is  the  supplemental  agree- 
ments that  make  up  the  second  part  of  this  package.  Policy  for  the 
supplemental  agreements,  including  the  creation  of  a  North  Amer- 
ican Commission  on  the  Environment  are  included  in  a  recent  re- 
port that  we  have  issued.  And  if  there  is  no  objection,  I  would  like 
to  put  that  into  the  record. 

Mr.  Gejdenson.  Without  objection. 

[The  report,  "The  North  American  Commission  on  Environment 
and  other  Supplemental  Environment  Agreements:  Part  Two  of  the 
NAFTA  Package,"  has  been  retained  in  the  Subcommittees'  files.] 
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Mr.  Hudson.  Then  I  will  skip  over  a  lot  of  the  rest  of  my  re- 
marks. 

MISSION  OF  ENVIRONMENTAL  COMMISSION 

First  of  all,  I  think  that  the  Northern  American  Commission  on 
the  Environment  is  a  very  important  instrument  for  assuring  that 
trade  and  environmental  matters  in  North  America  continue  be- 
yond a  congressional  vote  on  fast  track.The  NACE  mission  is  three- 
fold. We  have  to  green  trade  and  make  it  more  environmentally 
sensitive  under  the  NAFTA.  We  have  to  encourage  trilateral  envi- 
ronmental cooperation,  and,  finally,  to  encourage  the  promotion  of 
sustainable  development  in  North  America. 

As  it  relates  to  trade  in  North  America,  the  NACE  has  several 
important  functions.  First  of  all,  it  should  be  involved  in  the  resolu- 
tion of  trade  disputes,  which  involve  the  environment.  It  should 
serve  as  a  public  inquiry  point,  particularly  important  for  commu- 
nities along  the  border.  It  should  act  as  an  investigatory  and  re- 
porting body  on  trade  and  environmental  issues.  And  it  must  have 
a  role  in  overseeing  the  implementation  of  NAFTA's  environmental 
provisions,  as  well  as  other  NAFTA  articles,  such  as  accession 
clauses. 

NACE  ENFORCEMENT  ROLE 

Perhaps  most  importantly,  and  we  have  heard  a  lot  of  mention 
of  this  already  today,  is  what  the  NACE  should  have  to  do  with  re- 
spect to  enforcement.  I  think  that  there  is  going  to  be  a  need  for 
trade  mechanisms  to  assure  that  environmental  laws  in  all  three 
countries  are  enforced  properly. 

This  is  not  to  suggest  that  we  are  creating  a  commission  that  has 
guns  and  badges,  and  is  going  to  show  up  on  the  doorstep  of  coun- 
ties in  Ohio,  or  states  in  Mexico,  or  provinces  in  Canada.  But  there 
is  precedent  for  using  trade  sanctions  to  enforce  agreements  that 
all  three  countries  enter  into. 

And  I  think  that  NACE  is  going  to  have  a  very  important  role, 
again  respecting  country  sovereignty,  in  assuring  that  environ- 
mental and  trade  issues  are  dealt  with  effectively,  that  environ- 
mental laws  are  enforced  effectively,  and  that  there  are  some  teeth 
to  these  multilateral  agreements. 

Another  important  factor  should  be,  or  a  facet  of  the  NACE 
should  be,  a  roster  of  capable  and  impartial  environmental  experts, 
who  can  be  called  upon  in  any  trade  or  environmental  dispute.  I 
think  that  is  important  to  assure  that  we  have  productive  environ- 
mental outcomes  in  disputes  that  arise  under  the  NAFTA, 

ORGANIZATION  OF  NACE 

Another  relative  concern  is  the  structure  of  an  environmental 
commission.  I  would  say  that  it  is  all  but  accepted  that  there  will 
be  a  number  of  functions  assigned  to  the  commission.  It  is  hard  to 
imagine  how  those  can  be  carried  out  if  there  is  not  a  secretariat. 

Clearly,  what  is  not  acceptable  is  the  idea  that  this  commission 
might  amount  to  nothing  more  than  an  annual  talk  fest  involving 
environmental  officials  from  all  three  countries. 
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We  also  feel  strongly  that  the  agency  that  should  have  the  role 
for  implementing  the  activities  of  NACE  in  the  United  States  is  the 
EPA.  We  think  that  that  is  important,  because  we  think  that  the 
counterpart  agencies  in  Mexico  and  Canada  should  be  their  envi- 
ronmental agencies. 

Certainly,  since  the  NACE  is  an  environmental  body,  the  EPA 
should  take  the  lead  as  the  agency  that  runs  the  commission  for 
the  United  States,  and  they  will  be  in  contact  with  other  relevant 
agencies,  the  USTR,  State,  and  Interior. 

I  want  to  make  it  quite  clear  that  this  is  not  a  personnel  issue. 
We  are  blessed  with  a  number  of  important  new  faces  in  this  ad- 
ministration at  the  Interior,  at  the  State  Department,  and  in 
USTR.  What  we  are  talking  about  here  is  an  institutional  issue. 

SUPPLEME^^^AL  environmental  agreements 

Now  there  are  some  other  important  supplemental  environ- 
mental agreements  that  go  beyond  just  the  creation  of  this  commis- 
sion. We  need  an  upward  movement  of  standards,  a  level  playing 
field.  We  need  guidelines  for  the  use  of  process  standards,  an  issue 
that  was  not  dealt  with  in  the  NAFTA.  We  need  some  technical 
amendments  to  the  NAFTA  that  do  not  amount  to  creating  loop- 
holes, but  that  do  amount  to  greater  clarification,  so  that  we  do  not 
see  problems  down  the  line. 

And  as  I  said  before,  we  need  to  have  measures  that  assure 
greater  enforcement  and  coverage  of  environmental  laws,  particu- 
larly those  that  affect  trade. 

environmental  funding 

One  more  concern  that  is  raised  in  our  report  is  the  need  for  ade- 
quate funding,  everybody's  least  favorite  subject.  Some  of  the  most 
visible  funding  needs  are  undeniably  along  the  U.S. -Mexico  border. 
And  the  price  tag  of  these  is  daunting. 

The  Institute  for  International  Economics  lists  the  price  tag  of  $5 
billion  over  5  years.  Greenpeace  estimates  that  these  costs  may  be 
as  high  as  $9  oillion,  presumably  not  accounting  for  NAFTA  driven 
clean-up  costs  or  pollution  prevention  in  the  interior  of  Mexico  or 
the  United  States. 

I  want  to  make  a  very  important  point  with  regard  to  funding, 
however,  especially  for  members  who  are  from  the  northern  tier 
states  in  the  United  States.  We  cannot  ignore  the  complexity  of 
problems  which  we  share  with  Canada.  Not  all  of  these  are  caused 
by  trade,  but  many  of  them  are  related.  There  are  43  toxic  hot 
spots  in  the  Great  Lakes  region  that  have  been  identified  by  the 
International  Joint  Commission.  30  of  these  are  in  the  United 
States  and  are  directly  related  to  trade  between  Canada  and  the 
United  States. 

The  U.S. -Canada  Free  Trade  Agreement  did  not  create  these 
problems,  but  we  now  have  an  opportunity  to  deal  with  them,  espe- 
cially since  they  are  trade  related  problems. 

The  price  tag  for  these  programs,  as  I  said,  is  much  more  than 
any  of  us  would  care  to  imagine.  However,  I  think  that  what  it 
means  is  that  we  are  going  to  have  to  consider  a  range  of  options, 
funding  options.  One  option  would  be  a  temporary  border  fee, 
which  nas  been  advanced  by  Senator  Baucus.  Another  would  be  the 
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conversion  of  Customs  fees  to  an  environmental  and  infrastructure 
fund,  such  as  has  been  proposed  by  Representative  Kika  de  le 
Garza. 

An  equally  interesting  proposal  that  you  heard  about  today  that 
will,  I  believe,  soon  be  introduced  by  Representatives  Richardson 
and  Wyden  would  be  for  a  border  environmental  fund. 

Finally,  there  is  talk  of  a  North  American  Development  Bank 
that  would  basically  receive  money  through  the  issuing  of  bonds 
and  initial  capitalization. 

The  point  that  I  want  to  make  here  is  that  none  of  us  likes  to 
talk  about  funding  these  days.  But  we  have  to  recognize  that  these 
costs  are  not  going  to  go  away. 

NECESSITY  FOR  POLICY  COMMITMENTS 

Let  me  close  by  making  one  more  point.  Policy  for  the  commit- 
ments that  President  Clinton  will  enter  into  were  spelled  out  in  a 
speech  on  October  4th  in  North  Carolina  ambassador  Kantor  has 
indicated  that  the  United  States  will  resume  negotiations  on  these 
supplemental  agreements  on  March  15,  1993. 

To  date,  although  there  have  been  a  number  of  conversations  be- 
tween the  private  sector  and  the  Clinton  administration,  there  are 
no  signals  as  to  exactly  what  the  Clinton  administration  will  lay 
on  the  table  with  respect  to  these  supplemental  agreements. 

Although  there  are  some  promising  signs  on  the  part  of  the  Mexi- 
can Government  and  perhaps  the  Canadian  Government  as  well,  I 
think  that  the  first  thing  that  needs  to  happen  is  that  Congress 
needs  to  spell  out  its  expectations  for  these  supplemental  agree- 
ments, and  a  clear  and  concise  negotiating  position  needs  to  be  ar- 
ticulated by  the  Clinton  administration. 

I  want  to  reiterate  the  importance  of  viewing  NAFTA  as  a  pack- 
age, which  must  contain  a  series  of  environmental  supplemental 
agreements  including  a  North  American  Commission  on  Environ- 
ment. Without  these  agreements,  the  NAFTA  risks  derailment,  an 
outcome  which  can  and  must  be  avoided  by  a  vigorous  pursuit  of 
these  environmental  accords. 

CONTINENTAL  DRIFT 

I  want  to  also  say  that  I  have  noticed  recently  something  resem- 
bling continental  drift  when  people  talk  about  NAFTA.  And  there 
is  a  very  real  possibility  that  rather  than  turning  southward  that 
it  might  turn  to  the  west  or  east,  depending  on  how  you  look  at 
it.  Countries  like  Australia  and  New  Zealand,  and  other  Asian 
countries,  might  seek  to  become  part  of  the  NAFTA. 

I  think  that  it  is  important  also  that  we  signal  first  of  all  that 
it  is  important  that  we  promote  economic  integration  in  this  hemi- 
sphere. And  if  we  are  going  to  move  in  another  direction  and  this 
continental  drift  is  going  to  occur,  that  we  signal  that  the  environ- 
mental requirements  for  accession  to  the  agreement  are  going  to  be 
no  less  exacting  on  countries  that  go  beyond  those  that  like  in  the 
Americas. 

Thank  you. 

[The  prepared  statement  of  Mr.  Hudson  appears  in  the  appen- 
dix.] 
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Mr.  Gejdenson.  Thank  you. 
Mr.  Morris. 


STATEMENT  OF  ROBERT  J.  MORRIS,  SENIOR  VICE  PRESIDENT, 
UNITED  STATES  COUNCIL  FOR  INTERNATIONAL  BUSINESS 

Mr.  Morris.  Thank  you,  Mr.  Chairman. 

I  am  here  representing  the  U.S.  Council  for  International  Busi- 
ness, which  is  a  U.S.  organization  that  represents  American  busi- 
ness in  a  variety  of  international  organizations. 

IMPLEME^mNG  LEGISLATION  NEEDED 

The  U.S  Council  strongly  supports  implementation  of  the  NAFTA 
agreement,  and  urges  that  Congress  begin  work  with  the  adminis- 
tration now  on  the  necessary  implementing  legislation. 

We  understand  the  importance  which  the  administration  and 
Congress  attach  to  the  conclusion  of  side  agreements,  especially 
those  relating  to  labor  and  environment  issues.  However,  since  the 
President  has  made  it  clear  that  he  has  no  intention  of  reopening 
the  text  of  the  NAFTA  agreement  itself  during  the  negotiation  of 
such  side  agreements,  we  see  no  reason  why  work  on  the  legisla- 
tion needed  to  implement  the  NAFTA  as  such  need  to  be  delayed 
while  the  side  agreements  are  being  negotiated.  And  we  urge  this 
committee  to  use  its  influence  to  move  the  process  of  implementa- 
tion forward  as  rapidly  as  possible. 

BALANCED  TRADE  AND  ENVIRONMENTAL  REQUIREMENTS 

Turning  to  the  environmental  issues  which  I  have  been  asked  to 
address,  we  know  that  some  have  expressed  concern  about  the  po- 
tential environmental  effects  of  increased  trade  and  investment 
among  the  three  countries,  and  have  suggested  that  NAFTA  should 
therefore  not  be  approved.  And  I  am  happy  to  say  that  Mr.  Hudson 
is  not  among  that  group  of  people. 

In  our  view,  such  a  move  would  be  a  serious  mistake,  depriving 
all  three  countries  of  economic  growth  that  creates  jobs  for  an  issue 
that  is  already  extensively  addressed  within  the  terms  of  the  agree- 
ment. 

Congressman  Kolbe  discussed  many  of  the  pro  environmental 
features  of  this  agreement,  and  I  do  not  propose  to  go  over  that 
ground  again.  However,  in  summary,  I  would  like  to  say  that  we 
believe  that  the  parties  clearly  balanced  trade  and  environmental 
requirements  in  the  negotiation  of  the  NAFTA  text.  We  think  that 
they  got  the  balance  about  right,  and  that  several  features  of 
NAFTA  can  be  used  as  a  model  for  future  trade  agreements. 

With  regard  to  the  proposed  side  agreements,  the  U.S.  Council 
believes  that  such  agreements  can  be  a  useful  way  to  clarify  the 
role  and  activities  of  the  consultative  mechanism,  such  as  the 
North  American  Commission  on  the  Environment,  which  the  Unit- 
ed States,  Canada,  and  Mexico  created  last  year. 

ENVIRONMENTAL  SIDE  AGREEMENTS 

In  these  brief  remarks,  I  would  like  to  outline  our  views  on  what 
activities  we  recommend  the  side  agreement  on  the  environment 
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cover,  and  then  say  a  few  words  about  activities  which  we  believe 
would  be  inappropriate  to  provide  for  in  the  agreement. 

NACE  MISSION 

And  since  we  mixed  up  the  panel  today,  I  think  that  basically 
what  I  am  about  to  say  that  applies  to  the  Environment  Commis- 
sion could  just  as  easily  be  applied  to  the  Labor  Commission  as 
well. 

In  our  view,  the  Environment  Commission  should  be  authorized 
to  engage  in  the  following  kinds  of  activities;  designing  and  review- 
ing implementation  of  inter-governmental  agreements  for  coopera- 
tion on  environmental  issues:  exploring  possibilities  for  upward 
harmonization  of  national  standards;  monitoring  the  development, 
implementation,  and  enforcement  of  laws  and  regulations  on  the 
environment;  discussing  techniques  and  implementing  programs 
for  improving  the  effectiveness  of  enforcement  of  standards,  includ- 
ing training  and  technical  assistance  programs  that  can  draw  on 
both  private  and  governmental  initiatives;  supporting  projects  for 
funding  improvements  in  safety,  health,  and  environmental  man- 
agement; and,  finally,  supporting  implementation  of  cooperative 
programs  between  the  private  sectors  of  each  country,  such  as  the 
U.S.  Council's  joint  program  with  the  Mexican  Federation  of  Indus- 
trial Chambers  of  Commerce,  referred  to  as  CONCAMIN.This  pro- 
gram is  a  voluntary  industry-to-industry  arrangement,  which  was 
launched  last  year  to  promote  exchanges  of  best  practices  in  the 
labor  and  environment  fields.  It  involves  joint  seminars,  training 
programs,  technical  assistance,  personnel  exchanges,  and  pro- 
motion of  voluntary  industry  principles. 

In  implementing  these  activities,  we  believe  that  the  Commission 
should  create  clearly  defined  mechanisms  and  procedures  to  pro- 
vide private  business  and  environmental  organizations  with  access 
to  the  Commission  through  meaningful  consultative  processes.  Con- 
sideration should  be  given  to  the  creation  of  subgroups  of  the  Com- 
mission for  this  purpose  constituted  perhaps  on  a  tripartite  basis. 
That  is  to  say  government,  business,  and  environmental  NGO's, 
along  the  lines  of  the  model  used  successfully  by  the  International 
Labor  Organization. 

DEVELOPMENT  OF  ENVIRONMENTAL  INFASTRUCTURE 

We  as  an  organization  are  very  sympathetic  to  the  issue  which 
Stewart  Hudson  raised  on  the  need  for  an  effective  program  to  pro- 
mote necessary  development  of  environmental  infrastructure,  and 
especially  along  the  U.S.-Mexican  border.  But  I  would  not  have  our 
concern  be  just  limited  to  that.  And  I  agree  with  him  that  we  need 
to  do  what  is  necessary  along  our  northern  border  as  well. 

While  our  preference  would  be  to  finance  such  a  program  from 
general  revenues,  we  believe  that  it  is  desirable  to  consider  wheth- 
er a  new  international  institution,  such  as  a  North  American  De- 
velopment Bank  or  some  other  comparable  institution,  may  indeed 
be  appropriate  for  that  purpose.  I  have  a  few  personal  thoughts  on 
that  subject,  Mr.  Chairman,  if  you  would  like  to  go  into  later  dur- 
ing the  question  and  answer  period. 
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OPPOSITION  TO  PROPOSALS 

Finally,  Mr.  Chairman,  let  me  lay  down  a  few  markers  about  two 
proposals  for  side  agreements,  which  we  strongly  oppose.  The  first 
is  the  suggestion  that  the  side  agreements  seek  to  authorize  a  new 
use  of  trade  sanctions  as  a  means  to  ensure  that  a  NAFTA  party 
enforces  its  own  laws,  in  this  case  its  own  laws  on  the  environ- 
ment. 

In  our  view,  this  would  be  a  major  new  departure  for  a  trade 
agreement.  It  would  raise  serious  questions  about  sovereignty  and 
judicial  process,  and  would  be  entirely  inappropriate  for  the  pur- 
poses of  the  NAFTA. 

Further,  we  believe  that  the  use  of  trade  sanctions  to  remedy  en- 
forcement problems  would  require  amending  the  NAFTA  itself, 
which  all  parties  have  appeared  to  rule  out. 

The  second  proposal  is  the  suggestion  that  the  side  agreements 
provide  for  a  mechanism  to  finance  environmental  infrastructure 
projects  through  the  levy  of  a  tax  on  trade  and/or  investment 
across  the  border. 

We  oppose  this  suggestion  for  several  reasons,  but  especially  be- 
cause, regardless  of  the  rate  at  which  the  tax  would  be  set,  it  would 
defeat  the  main  benefit  that  we  expect  fi'om  the  agreement.  As  we 
see  it,  the  main  objective  of  the  agreement  is  to  make  the  condi- 
tions of  competition  for  domestic  and  foreign  products,  services,  or 
investors  the  same  within  each  of  the  three  markets.  That  is  not 
necessarily  the  same  across  the  markets,  but  the  same  for  all  par- 
ticipants in  each  separate  market. 

Any  tax  which  bears  only  on  imports  or  foreign  investors  assures 
that  domestic  competitors  will  always  have  an  advantage  in  their 
own  market,  and  therefore  defeats  the  main  purpose  of  the  agree- 
ment. 

We  urge  you  to  reject  both  of  these  suggestions.  Thank  you,  Mr. 
Chairman. 

[The  prepared  statement  of  Mr.  Morris  appears  in  the  appendix.] 

Mr.  Gejdenson.  Thank  you,  sir. 
Mr.  Sheehan. 

STATEMENT  OF  JOHN  J.  SHEEHAN,  LEGISLATIVE  DIRECTOR 
AND  ASSISTANT  TO  THE  PRESIDENT,  UNITED  STEEL- 
WORKERS  OF  AMERICA 

Mr.  Sheehan.  Thank  you,  Mr.  Chairman. 

My  name  is  Jack  Sheehan,  from  the  Steelworkers.  And  thank 
you  for  letting  me  join  the  panel  this  afternoon. 

It  is  anticipated  that  major  trade  treaties  will  be  presented  to 
this  Congress.  The  7  year  GATT  negotiation  known  as  the  Uruguay 
Round  is  still  pending  conclusion,  and  advances  GATT  discipline 
into  areas  heretofore  outside  of  international  trading  rules.  The 
North  American  Free  Trade  Agreement  has  already  been  signed  by 
President  Bush,  and  meets  the  criteria  for  fast  track  consideration. 

nafta's  extra-trade  concerns 

NAFTA  represents  a  major  departure  from  the  course  of  a  multi- 
lateral trade  system,  opting  instead  for  a  framework  of  a  regional 
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trade  regime.  NAFTA,  however,  is  unique  for  other  reasons  because 
it  reaches  to  issues  which  are  not  entirely  within  the  scope  of  eco- 
nomic considerations.  Among  such  issues  are  those  relating  to 
workers  rights,  and  to  environmental  protection. 

These  extra-trade  concerns  are  particularly  aggravated  by  the 
fact  that  NAFTA  entails  a  trade  integration  between  a  developing 
country  and  industrial  countries  in  which  worker  and  environ- 
mental standards  can  be  jeopardized.The  question  before  this  panel 
is  whether  such  extra  trade  issues  should  be  an  integral  part  of  the 
trade  agreement. 

Before  addressing  that  question,  it  is  important  to  note  that  the 
evaluation  of  NAFTA  should  be  dependent  upon  broader  dimen- 
sions than  those  to  which  previous  trade  treaties  have  been  sub- 
jected. 

For  instance,  the  national  economy  is  now  being  measured  not 
only  in  terms  of  the  rate  of  growth  in  a  number  of  quarters,  but 
it  is  also  being  weighed  in  terms  of  the  number  of  jobs  being  gen- 
erated. So  too,  must  the  trade  treaty  be  viewed  not  just  in  terms 
of  a  balance  of  trade  with  Mexico,  but  also  in  terms  ofjob  impact 
in  the  United  States.  It  is  not  enough  to  justify  NAFTA  because 
there  will  be  an  expansion  of  trade  between  the  three  countries,  or 
even  a  development  of  a  U.S.  trade  surplus,  which  the  treaty  may 
produce. 

WORKER  DISPLACEMENT 

The  labor  movement  has  been  gravely  concerned  over  the  possi- 
bility ofjob  flight  and  job  deterioration.  Shift  of  American  invest- 
ment capital  to  Mexico,  which  obviously  is  one  of  the  primary  objec- 
tives of  the  treaty,  could  exacerbate  our  job  market.  Increase  of 
non-North  American  capital  investment  in  Mexico  could  further 
damage  job  opportunities  as  offshore  financial  interests  accelerate 
their  efforts  to  use  NAFTA  as  a  vehicle  for  penetrating  the  U.S. 
marketplace. 

The  recent  announcement  that  Mercedes-Benz  intends  to  initiate 
an  investment  in  an  automotive  facility  in  Mexico  is  just  one  more 
recent  case  in  point. 

Now  a  recent  report  of  the  International  Institute  of  Economics 
and  the  International  Trade  Commission  indicated  that  there 
would  be  very  minimal  impact  upon  the  aggregate  employment  in 
the  United  States.  The  report  says  something  about  merely  a  1  per- 
cent increase  over  the  long  term. 

However,  to  secure  the  short-term  increase  of  approximately 
171,000  jobs,  as  indicated  in  the  report,  almost  150,000  workers 
would  have  to  be  displaced.  It  is  that  degree  of  displacement  upon 
which  we  must  also  focus  our  attention. 

Now,  I  do  not  know  whether  it  is  fortunate  or  not  fortunate  to 
be  an  author  of  recent  books,  but  Gary  is  certainly  in  the  category 
of  being  recognized  for  his  production.  The  New  York  Times  re- 
marked that  me  HE  report  authored  by  Gary  and  Jeff  Schott  failed 
to  show  that  any  net  increase  in  job  gains  would  evaporate  over  the 
15  to  20  year  period. 

So,  I  think  that  the  important  thing  about  the  reference  to  Gary's 
work  is  not  whether  it  was  in  the  book  or  it  was  not  in  the  book, 
but  the  fact  that  it  is  now  indicated  that  over  the  long  term,  wheth- 
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er  you  can  measure  it  in  the  long  term  or  not,  we  have  very  mini- 
mal impact  on  jobs  at  the  aggregate  level,  but  we  do  have  sub- 
stantive dislocations  inside  the  labor  market. 

MEXICAN  WORKING  STANDARDS 

Also  in  a  recent  article  in  the  Journal  of  Commerce  just  the  other 
day,  and  I  thought  that  I  would  like  to  read  just  a  little  part  here, 
the  leader  of  Mexico's  largest  independent  labor  federation  de- 
nounced NAFTA  as  "an  instrument  of  multinational  corpora- 
tions...[which]  does  not  respond  to  the  social  needs,  but  basically  fa- 
vors the  interests  of  big  business...  [and  is]  a  threat  to  Mexican 
workers  rights  that  could  further  undermine  standards  of  liv- 
ing...[since]  the  agreement  will  guarantee  a  cheap  labor  pool  for 
American  corporations  trying  to  gain  a  competitive  edge  by  decen- 
tralizing their  production  and  reducing  costs." 

It  sounds  like  some  of  our  American  labor  leaders,  but  this  was 
a  Mexican  labor  leader. 

Now  because  of  these  disturbing  aspects  of  the  NAFTA  arrange- 
ment, the  past  administration  indicated  that  it  would  pursue  par- 
allel negotiations  on  issues  of  labor  rights  and  environmental  pro- 
tection. 

The  current  integration  of  the  European  economies  into  the  Eu- 
ropean community,  aside  from  the  duration  involved  in  implement- 
ing that  plan  of  integration,  was  accompanied  by  the  development 
of  a  social  contract  to  address  the  social  consequences. 

In  the  last  Congress,  Congressman  Brown  introduced  legislation 
to  reflect  that  approach.  The  NAFTA  parallel  or  supplemental  ne- 
gotiations are  apparently  designed  to  handle  the  same  range  of  is- 
sues. However,  there  is  a  missing  ingredient.  Enforcement  of  the 
supplemental  arrangements  must  include  a  trade  sanction  compo- 
nent. Accompanying  this  paper  are  two  statements  by  the  AFL- 
CIO,  and  Segundo  already  made  reference  to  these  items  of  work- 
ers rights  and  standards. 

U.S.  trade  law  has  already  established  a  precedent  for  a  trade 
linkage  to  labor  standards  in  the  GSP,  the  Caribbean  Basin  Initia- 
tive, OPIC,  and  section  301.  While  Congress  directed  the  USTR  to 
include  a  similar  linkage  in  the  Uruguay  Round  of  negotiations, 
our  GATT  trading  partners  rejected  any  such  consideration. 

Nevertheless,  it  seems  inevitable  that  future  multilateral  trade 
agreements  will  have  to  confront  these  issues.  In  the  meanwhile, 
the  NAFTA  exercise  could  set  a  precedent  by  adopting  a  code  of 
labor  and  environmental  standards  which  are  trade  enforceable 
through  a  disputes  settlement  mechanism,  and  are  the  subject  mat- 
ter of  the  environmental  and  labor  commissions. 

TRADE  ADJUSTMENT  ASSISTANCE 

Now  while  the  supplemental  measures  should  be  folded  into  the 
agreement,  it  should  be  noted  that  they  do  not  address  the 
dislocationary  aspects  of  the  treaty.  Hence,  the  importance  of  a 
worker  trade  readjustment  provision  is  highlighted. 

Ever  since  1962,  Trade  Adjustment  Assistance  has  been  part  of 
the  trade  policy  of  the  United  States,  despite  the  fact  that  there 
have  been  numerous  attacks  to  eliminate  it. 
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A  more  recent  version  of  this  opposition  is  a  proposal  to  merge 
TAA  with  other  worker  adjustment  aid  programs,  notably  JTPA  or 
EDWAA.  If  NAFTA  is  approved,  an  enhanced  TAA  will  be  needed 
so  as  to  respond  to  additional  problems  which  workers  will  experi- 
ence. 

It  is  not  necessary  to  establish  a  separate  NAFTA  worker  adjust- 
ment program,  but  rather  the  current  TAA  program  should  be  im- 
proved. However,  it  is  important  to  emphasize  that  a  key  feature 
of  TAA  is  income  maintenance  during  the  training  period.  By  sub- 
merging TAA  into  other  programs,  the  income  maintenance  feature 
will  most  probably  be  eliminated.  It  is  that  benefit  which  has  prov- 
en essential  to  trade  impacted  workers  and  should  be  included  in 
any  package  of  unilateral  measures  which  President  Clinton  will 
present  to  the  Congress. 

Let  me  close,  Mr.  Chairman.  I  made  some  reference  to  the  envi- 
ronmental issues  on  this  extra-trade  linkage  through  trade  sanc- 
tions which  we  very  heartily  endorse.  And  I  close  just  with  the 
statement,  because  it  sort  of  sums  it  up  at  least  for  me,  that 
NAFTA  can  be  the  proving  ground  for  future  GATT  negotiations, 
but  for  now  it  should  not  be  the  burial  ground  for  these  environ- 
mental and  social  objectives. 

Thank  you. 

[The  prepared  statement  of  Mr.  Sheehan  appears  in  the  appen- 
dix.] 

Mr.  Gejdenson.  Thank  you,  sir. 

Let  me  just  give  Mr.  Hufbauer  here  a  chance  to  hit  back.  You 
have  about  twelve  empty  pages  in  this  book.  If  you  print  another 
edition,  and  if  vou  are  short  on  space,  I  have  somebody  who  does 
editing  and  could  fit  it  in  for  you. 

Why  do  you  not  start  with  Mercado  over  here?  You  can  hit  him 
back  a  few  times  and  put  things  in  the  proper  perspective  at  least 
from  your  side. 

NET  MIGRATION  PRESSURE 

Mr.  Hufbauer.  Sure.  There  are  many  points  he  said  that  I  dis- 
agree with.  You  do  not  want  to  hear  them  all.  Let  me  just  focus 
on  a  couple  of  them.  One  of  them  is  the  migration  point,  which  he 
spoke  about  at  length,  and  we  discuss  in  our  book,  but  I  did  not 
discuss  in  my  remarks. 

The  reason  that  I  think  that  we  can  be  relatively  confident  about 
an  attenuation  of  illegal  migration  ft*om  Mexico  to  the  United 
States  over  a  long  period  of  time — 20,  25,  or  30  years — is  that  we 
expect  Mexican  per  capita  income  to  grow  rather  rapidly,  perhaps 
3  to  4  percent  per  year.  And  to  begin  to  close  the  gap  with  U.S. 
per  capita  income  over  that  period  of  time.  In  purchasing  power 
terms,  the  gap  is  now 

Mr.  Gejdenson.  In  25  years? 

Mr.  Hufbauer.  In  25  years  the  gap  will  be  much  smaller.  Right 
now,  in  purchasing  power  terms — not  current  exchange  rate  terms, 
but  purchasing  power  terms — the  gap  is  about  four  to  one. 

Mr.  Gejdenson.  How  do  you  deal  with  the  population  figures  in 
Mexico  while  trying  to  quantify  that  kind  of  situation?  It  seems 
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that  if  the  population  continues  to  explode,  no  economy  in  the 
world  can  keep  up  with  that  growth. 

Mr.  HUFBAUER.  Let  me  come  to  that  after  I  finish  this  thought. 
The  current  per  capita  income  ratio  is  about  four  to  one.  Ana  in 
25  years  on  our  calculations,  it  would  be  about  two  or  two-and-a- 
half  to  one.  At  that  ratio,  based  on  European  experience  (where 
there  is  free  migration  between  all  countries),  very  little  net  migra- 
tion occurs.  Even  at  a  three  to  one  ratio,  net  migration  falls  off 
spectacularly. 

That  is  the  basis  for  our  long  term  assessment  of  net  migration 
pressure.  Let  me  come  immediately  to  your  next  question,  Mr. 
Chairman,  on  population  explosion. 

POPUIv\TION  EXPLOSION  ON  THE  DECLINE 

If  Mexico  were  to  run  a  3  percent  population  growth  rate,  which 
it  had  a  decade-and-a-half  ago,  one  would  have  a  very,  very  pessi- 
mistic outlook.  But,  in  fact,  the  Mexican  population  growth  rate  is 
going  down  dramatically.  And  the  reason  tnat  it  is  going  down  is 
the  reason  that  it  has  gone  down  in  other  countries. 

The  role  of  women  is  dramatically  changed  in  Mexico.  Women 
are  now  entering  the  labor  force,  and  fully  participating  in  the  edu- 
cational system.  This  is  a  fundamental  change  in  Mexico.  So  I  am 
optimistic  that  the  Mexican  population  explosion  well  level  out. 

CAPITAL  INVESTMENT  IN  MEXICO 

That  was  one  point  that  I  wanted  to  take  up.  The  only  other 
point  that  I  would  take  up  is  the  fear  on  the  part  of  many  people 
in  the  United  States  that  capital  investment  in  Mexico  will  take 
place  at  the  expense  of  capital  investment  in  the  United  States. 

On  many  grounds  this  is  a  misplaced  fear.  Firstly,  the  amount 
of  capital  mvestment  in  Mexico  is  very,  very  small  relative  to  the 
United  States.  So  even  if  there  were  a  one  for  one  substitution,  it 
is  tiny.  Secondly,  with  the  kind  of  economic  record  which  Mexico 
is  turning  in,  Mexico  will  fund  most  of  its  own  capital  spending.  It 
will  not  come  from  other  countries.  It  will  be  domestically  financed. 

But  thirdly,  if  we  want  a  prosperous  country  on  our  southern 
border,  that  country  will  need  a  good  deal  of  investment. 

Today,  we  export  to  Mexico  about  $400  per  Mexican  person.  To 
Canada,  we  export  about  $3,500  per  Canadian  person.  We  would 
like  Mexico  to  become  as  prosperous  as  Canada,  and  to  be  as  big 
an  importer  of  our  products  on  a  person-for-person  basis.  By  the 
same  token,  we  would  like  Mexico  to  be  less  of  an  exporter  of  mi- 
grants. And  Mexico  would  like  the  same. 

So  this  worry  about  capital  investment  in  Mexico  seems  to  me  to- 
tally misplacea  and  misses  the  point  of  Mexican  reforms. 

Mr.  Menendez.  Mr.  Mercado. 

Mr.  Mercado-Llorens.  Yes.  If  I  may  respond.  Two  points.  First, 
the  point  about  capital  investment  in  Mexico  is  that  if  you  assume 
the  investment  enterprises  are  successful,  then  you  assume  that 
there  is  a  pickup  in  Mexican  productivity.  If  there  is  a  pickup  in 
Mexican  productivity,  you  then  assume  that  Mexico  produces 
consumer  goods  out  of  the  capital  goods  which  have  heretofore  been 
imported  from  the  United  States  during  the  life  of  this  executive 
agreement. 
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If  they  are  successful  in  producing  those  consumer  goods  out  of 
the  capital  investments  and  capital  equipment  which  they  have  im- 
ported from  the  United  States,  that  means  that  they  will  be  export- 
ing consumer  products  into  the  United  States  and  no  longer  need- 
ing to  import  the  levels  of  capital  equipment  from  the  United 
States,  which  Mr.  Hufbauer  suggests  will  continue  over  apparently 
an  unspecified  period  of  time. 

EFFECTS  OF  CAPITAL  INVESTMENT  ON  U.S.  JOBS 

Second,  although  it  may  be  so  based  on  relative  figures  that  cap- 
ital investment  in  Mexico  is  small,  let  me  show  you  the  effects  of 
capital  investment  in  Mexico  on  the  United  States  as  it  pertains  to 
high-wage-and-high-growth  jobs.  After  all,  the  comparative  advan- 
tage theory  on  which  NAFTA  supporters  base  their  intellectual  ar- 
guments says  that  if  the  United  States  is  more  efficient  in  the  pro- 
duction of  capital  equipment,  and  Mexico  is  more  efficient  in  the 
production  of  low-technology  goods  and  labor-intensive  equipment, 
then  Mexico  sells  its  low-technology,  labor-intensive  products  to  us, 
and  we  sell  them  our  capital-intensive  equipment  and  capital-in- 
tensive goods,  like  envelopes  to  them,  and  everybody  goes  home 
happy. 

Under  that  theory,  there  would  be  no  movement  of  high-wage- 
and-high-skill  jobs  to  Mexico.  As  the  theory  supposedly  says,  we 
only  lose  low-skill  jobs.  Let  us  see  what  the  effect  would  have  been, 
not  from  running  computer  models  15  or  20  years  down  the  road, 
but  from  1986  to  1989  in  a  study  conducted  by  the  Economic  Policy 
Institute,  with  respect  to  the  shift  in  jobs  in  two  sectors,  transpor- 
tation equipment  and  electronic  equipment,  both  high-wage  or 
above-average  or  close-to-average  in  terms  of  wages,  and  elec- 
tronics and  autos  which  are  high-skill  and  high-tech  sectors. 

While  total  manufacturing  jobs  were  increasing  between  1986 
and  1989,  U.S.  domestic  employment  in  transportation  and  in  the 
electronics  industry  actually  decreased  by  80,300  workers  from 
1986  to  1989.  But  Mexican  employment  in  U.S.  firms  in  electronics 
increased  by  33,400.  That  is  a  43  percent  rise. 

So  while  it  is  true  that  the  capital  investment  relative  to  the 
United  States  might  be  small,  it  is  a  very  big  deal  in  Mexico. 

We  saw  similar  decreases  in  autos  in  terms  of  employment  in  the 
United  States,  and  similar  increases  in  employment  in  the  auto 
sector  in  Mexico.  Yet,  according  to  the  comparative  advantage  the- 
ory, this  should  not  have  happened.  You  do  not  need  to  run  the 
model.  The  fact  is  that  it  is  happening.  There  is  a  net  shift  of  jobs 
happening  in  the  high  wage  sectors. 

And  may  I  remind  the  members  of  this  committee  that  in  the 
book  NAFTA,  An  Assessment,  Mr.  Hufbauer  concludes  that  there  is 
no  overall  tendency  for  U.S.  exports  to  Mexico  to  support  high- 
wage-and-high-skill  jobs. 

Well,  if  that  is  true,  and  Mexico  is  not  going  to  be  the  engine  to 
generate  high-wage-and-high-skill  employment,  and  Mr.  Hufbauer 
concludes  that  the  effect  is  going  to  be  marginal,  why  are  we  pro- 
ceeding apace  on  such  a  dramatic  change  in  the  economic  history 
of  this  nation,  if  it  is  such  an  important  treaty. 

Remember,  that  it  was  in  1958  that  the  Treaty  of  Rome  was 
signed  as  a  first  step  toward  the  creation  of  a  European  Economic 
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Community.  Thirty-five  years  later,  the  EEC  still  does  not  have  its 
act  together.  Yet,  we,  are  trying  to  do  this  in  just  1  or  2  years  as 
if  it  is  instant  coffee.  It  is  far  more  important  that  that. 

DISPUTED  EFFECT  ON  U.S.  JOBS 

Mr.  Menendez.  I  came  in  on  this  conversation  obviously  a  little 
late.  But  earlier  when  we  started  this  whole  hearing,  when  Mr. 
Gephardt  was  there,  I  will  be  honest  with  you,  and  I  do  not  know 
if  some  of  the  panelists  were  here  when  we  started,  but  I  made  the 
comment  that  I  happen  to  come  from  a  district  that  suffers  the 
highest  rate  of  unemployment  not  only  in  New  Jersey  but  in  the 
nation.  And  in  doing  so,  I  have  concerns  about  this. 

I  assume  that  this  dispute  is  coming  out  of  a  New  York  Times 
article  that  we  all  read. 

The  comments  that  Mr.  Mercado  just  made,  do  you  dispute  those 
figures;  and  if  so,  would  you  share  with  me  what  is  the  difference? 

Mr.  HuFBAUER.  I  surely  dispute  the  concepts  which  he  is  articu- 
lating. 

Mr.  Menendez.  I  am  not  talking  about  the  concepts,  but  I  am 
talking  about  the  numbers. 

Mr.  Hufbauer.  Sure.  I  dispute  that  there  is  a  causation  link  in 
the  numbers  that  he  is  articulating.  Let  me  start  with  the  big 
point.  He  quotes  the  passage  in  our  book  to  the  effect  that  the 
NAFTA  agreement  is  not  an  agreement  which  looks  like  shifting 
the  U.S.  occupational  composition  in  favor  of  high-skill  jobs  and 
against  low-skill  jobs. 

The  statement  that  he  made  is  in  our  book,  and  it  is  reinforced 
by  the  very  long-term  scenario  that  I  discussed  earlier — the  sce- 
nario that  was  the  focus  of  the  New  York  Times  article. 

And  the  point  that  I  would  make  is  that  our  scenario  contains 
both  good  news  and  bad  news.  The  good  news  is  that  NAFTA  does 
not,  I  repeat  does  not,  represent  a  wholesale  assault  on  low  skill 
jobs  in  the  United  States — even  though  NAFTA  is  often  character- 
ized in  that  way. 

The  bad  news  is  that  if  you  are  a  high-skilled  worker,  a  techni- 
cian, and  you  are  looking  to  NAFTA  to  boost  your  employment 
prospects,  maybe  you  are  going  to  be  a  little  bit  disappointed. 

The  bigger  point  of  NAFTA 

Mr.  Menendez.  Does  that  mean  that  you  are  going  to  be  unem- 
ployed? 

Mr.  Hufbauer.  No.  It  just  means  that  there  will  not  be  shift  a 
outward  in  the  demand  for  my  services. 

All  of  this  is  said  in  the  context  of  NAFTA  having  a  fairly  small 
effect  in  the  giant  U.S.  labor  market.  The  effect  is  not  small  for  the 
person  who  is  unemployed  or  for  the  person  who  is  employed  on  ac- 
count of  NAFTA,  but  it  is  small  in  the  aggregate. 

I  would  like  to  address  the  point  of  why  a  country  should  bother 
to  trade  if  it  is  not  increasing  the  demand  for  its  high-skill  workers, 
and  implicitly  decreasing  the  demand  for  its  low-skill  workers.  The 
reason  that  it  bothers  to  trade  is  that  it  is  hoping  to  increase  the 
efficiency  of  all  of  those  workers. 
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PURPOSE  OF  TRADE 


And  further,  to  address  a  point  that  I  think  came  up  in  my  good 
friend  Jack's  comments,  and  has  been  echoing  around  this  discus- 
sion. The  purpose  of  trade  overall,  as  tau^t  by  David  Hume, 
David  Ricardo,  and  many  other  distinguished  economists  over  the 
centuries,  is  not  to  create  a  permanent  trade  surplus.  That  was  a 
mercantile  doctrine,  which  has  been  refuted.  The  purpose  of  trade 
is  greater  efficiency. 

In  other  words,  the  purpose  of  trade  is  not  lost  if  we  sell  $100 
to  foreigners  and  at  the  same  time  buy  $100  from  them.  The  basic 
reason  a  country  trades  is  that  it  is  more  efficient  on  the  export 
side  of  the  equation  than  it  is  on  the  import  side,  even  if  the  labor 
composition  in  terms  of  occupational  distribution — comes  out  statis- 
tically the  same  on  both  sides. 

CAUSE  AND  EFFECT 

Quite  quickly  to  wind  up  on  the  statistics  that  Mr.  Mercado  cited 
from  the  Economic  Policy  Institute.  I  do  not  dispute  that  there  was 
a  loss  of  jobs  in  the  transport  equipment  industry  in  this  country, 
or  that  there  was  a  gain  of  jobs  in  Mexico.  But  the  cause  and  effect, 
given  the  gigantic  changes  in  this  industry,  was  just  not  estab- 
lished. 

It  was  like  the  old  example  of  alcohol  consumption  going  up  and 
teachers'  salaries  going  up.  We  all  know  that  story. 

Mr.  Menendez.  I  do  not  know.  My  wife  is  an  educator.  I  am  not 
sure.  Well,  anyhow. 

TRADE-LINK  ENFORCEMENTS 

Just  one  question  before  I  turn  to  Mr.  Smith.  It  seems  that  the 
President  has  said  that  he  wants  to  pursue  NAFTA,  but  with  sup- 
plemental agreements.  For  those  of  you  who  have — I  know  having 
neard  this  colloquy  that  Mr.  Mercado  certainly  has  concerns,  and 
maybe  some  of  the  other  panelists. 

What  type  of  trade-link  enforcements  in  those  side  agreements  or 
supplemental  agreements  in  environment,  labor,  and  health  and 
safety  standards  would  you  like  to  see — any  of  the  panelists  who 
would  like  to  address  it? 

Mr.  Sheehan.  Yes.  Perhaps  I  would  like  to  make  a  few  com- 
ments on  that,  Mr.  Chairman.  This  issue  of  who  gains  or  who  does 
not  gain  will  go  right  down  to  the  wire,  and  we  will  have  a  vote. 
But  1  think  that  the  debate  indicates  that  there  is  a  real  strong  di- 
vision of  opinion  on  this  matter. 

Because  of  that,  I  think  that  all  sides  have  now  been  very  forth- 
right in  saying  that  labor  rights  and  environmental  issues  should 
be  considered  while  we  are  discussing  and  negotiating  the  NAFTA 
supplemental  arrangement. 

This  is  a  major  breakthrough.  Up  to  now  in  terms  of  trade  nego- 
tiations, e.g.  GATT  discussions,  inclusion  of  these  items  did  not 
reach  to  that  level. 

The  point  of  my  testimony  this  afternoon  is  to  go  one  step  fur- 
ther, and  make  an  integral  linkage  between  the  trade  treaty  itself 
and  these,  if  you  want  to  call  them,  side-bar,  supplemental,  or  par- 
allel arrangements. 
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I  think  on  the  environmental  side  that  we  are  coming  very  close 
to  that.  Some  of  the  measures  that  have  so  far  been  concurred  in. 
The  next  step  would  be  to  move  them  into  the  NAFTA  agreement 
itself,  so  that  we  could  seek  trade  enforcement  of  the  supplemental, 
side-bar,  or  parallel  arrangements  either  in  the  labor  field  or  in  the 
environmental  field. 

Let  me  hasten  to  add,  at  least  in  my  own  mind,  that  the  labor 
issues,  which  we  are  talking  about,  are  labor  standards  and  not  so 
much  the  economic  impacts  of  the  treaty  upon  any  group  of  work- 
ers, which  is  what  happens  in  trade  negotiations. 

E^fFORCEMENT  OF  ENTVIRONMENTAL  AND  LABOR  RIGHTS 

We  are  talking  about  labor  rights.  We  are  talking  about  environ- 
mental rights.  We  are  talking  about  the  violation  of  either  of  these 
rights  to  be  used  as  unfair  trade  advantages  by  the  exporting  coun- 
try. We  would  like  to  see  them  moved  into  the  agreement,  so  that 
we  could  seek  their  enforcement  under  a  dispute  settlement  mecha- 
nism. 

That  is  the  next  step  that  goes  beyond  where  we  are.  But  by  the 
way,  it  seems  to  me  that  with  the  NAFTA  discussions,  we  are  well 
beyond  where  we  would  have  been  with  GATT. 

Mr.  Menendez.  When  you  say  into  the  agreement,  do  you  mean 
actually  incorporated  into  it? 

Mr.  Sheehan.  Actually  incorporated  into  the  agreement,  so  that 
there  would  be  a  mechanism  for  applying  trade  sanctions. 

Now  some  might  say  wait  awhile,  that  is  very  extraordinary  and 
very  revolutionary,  wnatever  words  that  we  want  to  use.  But  let 
me  hasten  to  add  that  at  least  in  the  bilateral  trade  laws  of  the 
United  States  involving  GSP,  and  CBI,  and  the  OPIC,  and  actually 
under  301,  where  there  is  a  violation  of  internationally  recognized 
labor  rights,  the  U.S.  Government  does  have  the  authority  to  with- 
draw trade  concessions  with  our  trading  partners.  There  is  a  whole 
procedure  spelled  out.  And  we  have  already  exercised  those  rights 
during  the  Reagan  administration  by  the  way. 

We  are  saying  that  there  is  already  a  precedent  in  place.  Both 
the  environmental  community,  as  I  understand  it,  and  the  labor 
community  want  to  make  sure  that  these  labor  rights  and  these  en- 
vironmental standards  are  not  perceived  to  be  impediments  in  the 
restraint  of  trade. 

Trade  professionals  look  upon  them  as  nontariff  barriers.  But  we 
want  to  move  beyond  the  fact  that  implementation  of  these  rights 
and  standards  are  not  trade  barriers,  that  indeed  their  violations 
do  become  unfair  trade  advantages. 

Mr.  Menendez.  Mr.  Hudson,  do  you  have  any  brief  comments? 

SUPPLEMENTAL  AGREEMENT,  NOT  RENEGOTIATION 

Mr.  Hudson.  Briefly,  I  will  just  say  I  recall  Majority  Leader  Gep- 
hardt's admonition  to  be  pragmatic.  Nothing  could  be  more  prag- 
matic than  recognizing  that  renegotiation  is  a  lost  cause.  Especially 
when  one  considers  that  our  government  will  be  going  to  the  nego- 
tiating table  in  3  weeks  with  Mexico  and  Canada  on  these  supple- 
mental agreements. 

We  can  debate  back  and  forth  the  economic  prognosis.  It  is  a  fas- 
cinating debate,  I  am  sure.  But  we  are  going  to  the  table  soon.  And 
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with  respect  to  the  enforcement  of  the  environmental  standards, 
again  I  would  suggest  that  what  we  are  doing  is  forming  a  commu- 
nity. And  that  implies  obligations  as  well  as  rights.  /G\d  some  of 
those  obligations  are  that  we  establish  a  level  playing  field  for  en- 
vironment. And  I  will  not  talk  to  labor  standards,  but  perhaps  it 
is  analogous. 

And  tne  countries  that  do  not  meet  those  minimum  standards 
need  to  face  a  set  of  sanctions  that  will  encourajge  them  to  honor 
the  agreements  that  they  have  entered  into.  Tne  supplemental 
agreement  should  set  that  process  in  motion.  And  I  think  that  we 
have  very  little  time,  the  administration,  to  send  signals  as  to  what 
it  intenas  to  negotiate,  and  for  Congress  to  spell  out  its  expecta- 
tions. 

Mr.  Menendez.  Let  me  ask  you  just  on  that  point. 

In  terms  of  sending  signals,  there  are  those  who  say  that  the  en- 
vironmental community  is  split  over  NAFTA. 

Mr.  Hudson.  Well,  I  was  in  a  meeting  with  Ambassador  Kantor 
yesterday  and  thirty-five  environmental  groups,  at  least  that  is  as 
high  as  I  could  count.  And  I  would  say  that  the  groups  understand 
when  Ambassador  Kantor  says  that  renegotiation  is  not  going  to 
occur. 

Now  there  is  a  fine  line  sometimes  between  what  you  put  on  the 
table  as  a  supplemental  negotiation.  But  I  think  that  you  will  see 
a  harmonic  convergence  in  the  near  future  in  the  environmental 
community. 

Mr.  Menendez.  Mr.  Morris. 

Mr.  Morris.  Thank  you,  Mr.  Chairman. 

OPPOSITION  TO  SANCTIONS 

Since  I  am,  I  think,  the  only  one  on  this  panel  that  has  gone  on 
record  as  opposing  the  use  of  trade  sanctions  to  enforce  these  laws, 
whether  they  be  labor  or  environment,  I  think  I  at  least  should  re- 
mind you  that  the  business  community  very  definitely  is  opposed 
to  sanctions. 

Let  me  make  two  points  about  that.  I  was  going  to  make  three, 
but  Stewart  has  made  one  already,  which  is  that,  for  practical  pur- 
poses, all  three  governments  have  ruled  out  renegotiating  the  text. 
In  my  reading  of  the  way  that  the  agreement  reads,  it  would  re- 
quire a  change  in  the  text  of  the  agreement,  if  you  were  going  to 
use  trade  sanctions  to  enforce  these  Taws. 

Secondly,  I  think  that  what  we  are  talking  about  is  enforcement. 
We  are  not  talking  about  getting  Mexico,  for  example,  to  raise  the 
standards  of  its  labor  practices  or  its  environmental  laws.  At  least, 
I  think  basically  that  most  people  agree  that  the  laws  on  the  books 
in  Mexico  are  good  laws.  And  indeed,  I  would  also  observe  that 
Mexico  has  endorsed  most  of  the  International  Labor  Organiza- 
tions' conventions  on  labor  and  workers'  rights,  and  the  United 
States  has  only  ratified  about  eleven. 

So  at  least  on  the  surface  of  it,  it  would  appear  that  there  is 
nothing  particularly  wrong  with  the  laws  involved.  So  therefore, 
the  question  is  enforcement. 

Now  is  it  proper  to  use  trade  sanctions  as  a  means  of  enforcing 
the  laws  of  another  country?  I  frankly  do  not  think  so.  After  all, 
in  the  United  States,  if  somebody  is  complaining  that  a  company 
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is  not  properly  enforcing  or  is  violating  some  U.S.  law,  then  that 
company  is  taken  to  court,  and  it  has  an  opportunity  to  mount  its 
defense  in  the  court. 

If  on  the  other  hand  you  decide  that  you  want  to  give  this  au- 
thority to  some  international  commission,  that  is  say  the  North 
American  Commission  on  the  Environment,  or  a  North  American 
Commission  on  Labor,  then  what  do  you  do  with  due  process?  Have 
you  in  fact  actually  deprived  an  American  company  of  its  constitu- 
tional rights?  And  I  think  that  there  is  a  real  danger  that  you 
might  be  doing  that. 

Finally,  Jack  made  the  point  that  there  is  plenty  of  precedent  in 
U.S.  law  for  the  use  of  trade  sanctions  to  assure  that  other  coun- 
tries are  living  up  to  our  definition  of  workers'  rights.  In  each  case 
that  he  cited,  nowever,  it  was  a  question  of  a  unilaterally  granted 
privilege  by  the  United  States  that  we  could  withdraw,  because  we 
obviously  had  no  international  obligation  to  grant  that  privilege  in 
the  first  place:  Such  as,  for  example,  access  to  our  generalized  pref- 
erences system. 

We  are  under  no  international  obligation  to  grant  GSP.  And  if 
the  Congress  in  its  wisdom  decides  that  we  need  to  withdraw  it 
from  a  particular  country,  because  there  has  been  a  violation  of 
workers'  rights,  we  are  well  within  our  rights  to  do  so. 

That  is  not  the  same  as  the  situation  which  we  would  have  under 
an  agreement  between  ourselves  and  Mexico  under  the  NAFTA  in 
which  there  are  obligations  on  both  sides.  Once  you  have  made 
your  concessions  and  once  you  have  granted  these  trade  opportuni- 
ties to  each  other,  that  you  cannot  withdraw  them  for  reasons  not 
specified  in  the  agreement. 

When  you  do,  as  Congressman  Kolbe  said  in  his  testimony,  you 
are  beginning  to  create  an  imbalance  in  the  status  of  the  conces- 
sions that  were  agreed  to  under  the  treaty.  Consequently,  you  are 
going  well  beyond  what  the  treaty  would  authorize. 

That  is  the  basis  for  my  observation  that  this  would  be  different 
from  the  use  of  trade  sanctions  to  enforce  benefits  which  are  con- 
ferred by  the  agreement  itself.  That  is  a  big  difference,  and  I  really 
think  that  it  needs  to  be  underlined.  Thank  you. 

COUNTERPOINTS 

Mr.  Menendez.  Mr.  Mercado,  I  have  two  members,  both  who 
want  to  ask  questions.  I  want  you  to  give  a  brief  answer.  I  know 
that  it  is  difficult  for  you  in  terms  of  your  view  to  give  a  brief  an- 
swer. But  to  the  extent  that  you  would  synthesize  an  answer,  and 
then  Mr.  Smith  and  Mr.  Fingerhut. 

Mr.  Mercado-Llorens.  Two  points.  Number  one,  the  argument 
that  trade  sanctions  should  not  be  given  for  reasons  not  specified 
in  the  treaty  simply  means  that  you  in  fact  specify  the  reasons  in 
the  treaty  or  executive  agreement.  That  is  point  one. 

Point  two.  Not  only  is  there  precedence  in  other  trade  laws,  more 
importantly  there  is  precedence  in  the  North  American  Free  Trade 
Agreement.  First,  in  the  intellectual  property  section,  there  are 
specific  sanctions  in  terms  of  domestic  prosecutions  of  violators. 
And  second,  there  are  sanctions  enforcing  the  stoppage  of  goods  at 
the  border.  Why  can't  we  have  similar  sanctions  applied  to  viola- 
tions of  workers'  rights  specified  in  the  agreement. 


Mr.  Menendez.  Thank  you. 
Mr.  Smith. 

AUTOMOTIVE  PARTS  INDUSTRY 

Mr.  Smith.  Thank  you,  Mr.  Chairman. 

Like  my  good  friend  and  colleague  from  North  Jersey,  Mr. 
Menendez,  I  come  from  a  district  that  is  suffering  from  job  migra- 
tion, particularly  in  the  area  of  automotive  parts.  This  scenario 
may  not  be  related  to  NAFTA,  because  obviously  the  agreement  is 
not  in  effect  yet.  However,  Inland  Fisher  Guideplant  in  Ewing  New 
Jersey,  which  currently  employs  over  2300  people  is  slated  for  clo- 
sure by  the  end  of  this  year.  So,  the  automotive  parts  industry  is 
a  very  important  concern.  The  AFL-CIO  and  others  have  raised 
very  serious  objections  to  that  section,  as  well. 

Mr.  Sheehan,  you  may  want  to  comment  whether  or  not  that 
issue  might  perhaps  be  renegotiated.  When  we  talk  about  side-bar 
agreements,  sometimes  I  wonder  if  we  are  not  talking  about  re- 
negotiation with  a  very  useful  fix  to  cover  it.  We  are  expanding  and 
making  changes,  but  the  whole  document  will  not  be  renegotiated. 

Is  that  something  that  might  be  looked  at  again? 

Mr.  Sheehan.  Well,  frankly,  I  am  not  too  sure  that  I  am  going 
to  be  able  to  answer  that  fi-om  this  point  of  view.  I  agree  with  pre- 
vious speakers  that  indicated  the  agreement,  as  such,  will  not  be 
reopened.  However,  I  do  know  that  there  have  been  serious  con- 
cerns about  rules  of  origin  that  affect  that  particular  industry.  And 
this  was  an  issue  with  the  Canadian  Free  Trade  Agreement  also. 

It  is  true  that,  under  the  NAFTA  arrangements,  the  rules  of  ori- 
gin have  been  tightened  up  even  much  more.  At  least,  I  put  your 
concern  into  the  category  that  shows  there  is  going  to  be  an  ad- 
verse economic  impact  from  this  trade  agreement. 

Now  trade  professionals  I  guess  assume  that  there  is  tradeoff. 
And  I  guess  that  the  burden  of  my  comment  this  afternoon  is 
whether  we  like  that  or  not,  or  would  like  to  see  NAFTA  renegoti- 
ated, we  should,  for  God's  sake,  not  give  up  the  Trade  Readjust- 
ment Assistance  program,  which  has  been  under  heavy  attack  for 
the  last  12  years.  And  even  now,  they  are  talking  about  merging 
it  into  the  EDWAA  program. 

Now  I  know  that  that  might  not  be  a  satisfactory  answer  to  stop 
the  injury  in  the  first  place.  But  I  always  find  it  rather  odd  that 
while  there  are  those  who  may  not  want  to  stop  the  injury  in  the 
first  place,  they  are  doing  nothing  about  the  impact  of  the  injury 
afterwards.  I  am  making  a  plea  in  that  regard  to  retain  the  pro- 
gram. 

UNITED  STATES  LACKS  PROTECTION  FOR  PRODUCERS 

Mr.  Smith.  Mr.  Hufbauer,  the  labor  advisory  committee  had  said 
in  a  rather  pointed  criticism  that  Mexico  retains  protections  for  its 
domestic  producers  for  at  least  10  years,  and  longer  if  the  Mexican 
Government  demands  future  commitments  from  the  companies. 
The  Canadian  Government  retains  the  safeguards  of  the  auto  pact. 
Futhermore,  the  advisory  committee  notes  that  the  United  States 
has  absolutely  no  comparable  protection  for  either  parts,  produc- 
tion, or  assembly. 
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Can  anv  of  that  be  improved  in  your  views  collectively,  and 
should  it  be?  Mr.  Morris,  you  might  want  to  comment  on  tnat  as 
well. 

Mr.  HuFBAUER.  If  I  could  make  just  three  short  points.  First,  I 
would  really  like  to  endorse  what  Jack  Sheehan  has  said  about 
trade  adjustment  assistance,  dislocation  assistance,  whatever  the 
name  is.  In  this  area,  there  is  an  enormous  difference  between  U.S. 
policy  and  European  policy.  Let  me  take  Germany  in  particular. 
Germany  has  had  tremendous  trade  shifts  in  the  last  few  years 
with  the  unification  of  the  country  and  other  developments.  But 
there  is  not  nearly  the  hostility  to  trade  as  there  is  in  this  country. 

And  the  basic  reason  is  that  in  Germany  there  is  a  much  better 
articulated  income  maintenance  and  job  retraining  program.  And  I 
do  not  think  that  we  could  necessarily  come  up  to  German  stand- 
ards overnight.  But  we  should  certainly  do  much  better  than  we 
have  done. 

TRADE  REMEDIES 

I  would  like  to  find  something  to  agree  with  Mr.  Mercado  on,  and 
I  think  that  I  have  found  it.  At  the  same  time,  I  must  disagree 
with  my  friend  Bob  Morris.  On  the  question  of  trade  rememes, 
which  are  discussed  quite  a  bit  in  our  book,  we  come  around  to 
being  sympathetic  to  trade  remedies,  both  in  the  environmental 
and  the  labor  areas.  The  reason  is  pretty  simple.  We  do  not  think 
that  we  are  at  the  level  of  integration  between  the  United  States 
and  Canada  and  Mexico  for  a  government,  or  a  nongovernmental 
organization  in  any  of  the  three  countries,  to  go  to  the  courts  in  the 
other  country  and  seek  what  I  mentioned — ^fines,  injunctive  relief, 
or  criminal  penalties. 

When  you  think  about  it,  and  think  about  the  consequences  of 
a  Mexican  Government  complaint  in  a  court  in  New  York  about  the 
treatment  of  apparel  workers,  you  see  the  point.  It  would  be  more 
than  any  of  us  are  prepared  to  digest. 

So  you  ask  what  is  left,  except  meet,  greet,  and  talk.  And  I  think 
what  is  left  is  trade  remedies.  And  I  think  that  Mr.  Mercado  had 
it  right:  that  if  the  three  countries  agree,  then  it  is  all  right  to  have 
trade  remedies.  Obviously,  if  they  do  not  agree,  it  is  not  all  right. 
That  is  what  the  current  negotiations  are  about. 

Now  finally,  to  answer  your  question,  Mr.  Smith,  because  it  is  a 
good  one.  If  you  have  a  chance — and  I  know  the  demands  on  a  Con- 
gressman are  just  inhuman — but  if  you  have  a  chance  to  look  at 
what  we  say  in  the  auto  chapter,  you  will  see  that  we  are  critical 
of  the  slow  pace  of  liberalization  in  Mexico  on  just  the  issues  that 
you  talked  about. 

Yes,  the  negotiation  is  done.  But  I  would  hope  that  if  it  turns  out 
that  there  is  an  imbalance  in  the  auto  sector,  and  if  Mexican  ex- 
ports to  the  United  States,  surge  well  ahead  of  U.S.  exports  to 
Mexico,  I  would  hope  that  the  Clinton  administration,  or  the  next 
administration,  would  reopen  the  agreement  and  say  to  Mexico,  we 
want  you  to  lower  that  tariff  and  relax  that  local  content  require- 
ment, to  relax  this  import  quota,  on  a  faster  schedule  than  agreed. 

And  incidentally,  there  is  precedent  in  the  U.S. -Canada  agree- 
ment for  just  that  kind  of  acceleration.  So  I  would  not  treat  the 
issue  as  closed. 
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ANTI-SURGE  PROVISION 


Mr.  Sheehan.  Mr.  Smith,  if  I  could  just  add  to  that  comment.  In 
the  paper  that  I  submitted  to  you,  there  is  attached  the  recent 
AFL-CIO  resolution.  It  states  therein  that  there  should  be  a  5  year 
review  of  the  economic  impact  of  the  agreement,  which  would  allow 
the  parties  to  suspend  provisions  if  necessary. 

It  might  not  be  that  inconsistent  with  what  I  understand  is  al- 
ready in  the  agreement,  namely  that  there  are  provisions  to  re- 
spond to  surges  which  might  occur.  Each  of  our  governments  have 
the  right  to  exercise  anti-surge  measures. 

Perhaps  in  the  supplemental,  we  could  expand  further  on  how 
you  would  implement  an  anti-surge  provision.  The  AFL-CIO  talks 
about  a  5-year  review  provision  and  lock-in.  Gary  has  put  this  in 
his  book.  That  is  one  of  the  many  things  that  I  sometimes  agree 
with  him. 


"buy  AMERICAN"  PROVISIONS 


Mr.  Sheehan.  Mr.  Hufbauer,  and  anyone  else  who  would  like  to 
answer  this.  Some  of  you  might  have  been  here  earlier  when  I 
asked  Mr.  Gephardt  regarding  his  view  in  terms  of  net  job  loss  or 
gain.  And  he  freely  acknowledged,  like  I  think  we  all  do,  that  there 
are  some  models  that  suggest  a  loss,  and  some  that  suggest  a  gain, 
whether  or  not  it  is  long-term  or  short-term. 

My  question  goes  to  the  issue  of  the  "Buy  American"  provision 
which,  if  my  understanding  is  correct,  this  accord  would  effectively 
nullify,  at  least  weaken  if  not  completely  nullify. 

And  I  was  wondering  how  many  job  losses  in  your  model  are  at- 
tributable to  either  Canada  or  Mexico  competing  with  local  state 
and  Federal  Grovernments  that  have  a  local  Buy  America  tj^e  of 
provision? 

Mr.  Hufbauer.  Let  me  see  if  I  understand  the  facts  correctlv  on 
Buy  America.  As  I  understand  it,  within  this  agreement,  Buy 
American"  is  addressed  at  the  Federal  level,  but  Buy  American" 
at  the  state  and  local  level — and  I  should  also  add  "Buy 
Chihuahuan"  and  "Buy  British  Columbia" — is  left  for  a  2  year  pe- 
riod while  the  states  and  localities  notify  their  requirements  and 
possibly  begin  to  negotiate  changes. 

Incidentally,  I  think  that  this  agreement  creats  an  umbrella  for 
a  great  many  of  province-to-state  and  state-to-state  negotiations — 
let  us  say  Texas  to  Chihuahua  or  California  to  British  Columbia — 
not  only  in  the  procurement  area,  but  also  in  important  areas  of 
standards,  transportation  particularly,  and  other  areas. 

So  that  is  a  long-winded  way  of  saying  that  I  do  not  think  that 
we  are  seeing  the  immediate  repeal,  under  this  framework,  of  buy- 
local  or  buy-national  provisions  at  a  sub-Federal  level. 

Now  secondly,  did  we  do  the  job  calculations  on  this  basis?  No. 
Our  methodology  of  doing  job  calculations  is  pretty  much  a  top- 
down  than  a  bottom-up  approach. 

Mr.  Smith.  Has  anyone  looked  into  that  as  to  what  that  might 
mean  in  terms  of  job  loss? 

Mr.  Sheehan.  I  could  submit  to  you  something  that  I  have  seen 
recently,  at  least  in  terms  of  Buy  America  as  it  applies  to  the  steel 
sector.  I  do  not  know  what  it  does  generally. 
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Mr.  Smith.  I  would  ask  for  that  to  be  a  part  of  the  record. 
Mr.  Sheehan.  I  will  try  to  do  that. 

[The  information  appears  in  the  appendix.] 

Mr.  Sheehan.  We  have  always  looked  upon  the  "Buy  American" 
clause  as  a  counter-cyclical  measure.  Obviously,  in  a  period  of  high 
demand,  if  we  do  allow  offshore  bidding  on  a  project,  it  may  have 
little  impact  just  in  itself  But  as  a  counter-cyclical  measure,  it  does 
have  merit.  And  here  we  are  as  part  of  the  Clinton  program  trying 
to  stimulate  the  economy.  It  would  be  a  shame  if  the  stimulation 
went  offshore.  So  I  think  that  the  counter-cyclical  aspect  of  it 
should  be  secured  in  any  agreement,  and  it  might  be  waived  when 
the  cyclical  pressures  have  been  eliminated. 

Mr.  Smith.  I  will  aspect  one  final  question,  just  because  the  hour 
is  late. 

I  would  ask,  Mr.  Chairman,  that  my  opening  statement,  and  Mr. 
Roth's  be  made  a  part  of  the  record.  Apparently,  we  dispensed  with 
that  this  afternoon.  And  also,  there  are  some  questions  that  Con- 
gressman Gallegly  would  like  to  have  asked  but  cannot  make  it,  be 
submitted  for  the  record  for  our  distinguished  witnesses. 

Mr.  Menendez.  We  will  have  that  included  without  objection. 

[The  information  appears  in  the  appendix.] 

Mr.  Sheehan.  Just  one  caveat  to  Mr,  Morris's  comment  on  the 
precedents  that  are  already  in  trade  law  with  regard  to  worker 
rights  and  the  implementation  of  them. 

It  is  true  that  the  GSP,  the  CBI,  and  OPIC  are  in  effect,  unilat- 
eral measures  where  we  can  g^ant  a  concession  and  can  withdraw 
them.  But  we  do  have  that  protection  also  in  section  301  where  it 
is  not  a  unilateral  trade  concession  that  we  granted.  These  are 
bound  concessions.  And  the  labor  provision  prevails  in  section  301 
also. 

COST  OF  environmental  C LEAN-UP 

Mr.  Smith.  My  final  question,  Mr.  Hudson,  would  be  to  you. 

Can  you  give  us  an  estimate  of  the  cost  associated  with  the  envi- 
ronmental clean-up  of  the  border  area,  and  what  further  environ- 
mental costs  like  in  the  area  of  infrastructure,  is  there  any  bottom 
line  aggregate  number  that  you  can  come  up  with? 

Mr.  Hudson.  I  do  not  think  that  there  is  any  firm  bottom  line. 
The  estimates  are  out  there  provided  by  our  panelist,  Gary 
Hufbauer.  I  do  not  think  that  it  includes  job  loss  or  gain.  But  it 
is  $5  billion  along  the  border.  Greenpeace  estimates  $9  billion.  I 
think  somewhere  in  the  neighborhood  between  those  two  numbers 
is  what  is  needed  in  terms  of  breaking  out  the  infrastructure.  The 
infrastructure,  I  think,  is  the  majority  of  the  spending  there.  En- 
forcement would  be  a  minority  of  the  spending  in  those  areas. 

Mr.  Smith.  I  appreciate  it.  Thank  you.  I  yield  back. 

Mr.  Menendez.  Thank  you. 

We  have  saved  the  most  difficult  questions  for  last.  Mr. 
Fingerhut. 
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TRADE  ADJUSTMENT  ASSISTANCE 


Mr.  FiNGERHUT.  We  are  all  so  tired,  I  cannot  even  remember 
what  I  was  going  to  ask.  I  actually  only  have  one  question.  And  I 
apologize  to  the  extent  that  vou  have  discussed  it  already,  as  we 
have  all  been  running  in  and  out.  Mr.  Hufbauer  described  the  in- 
human schedule;  it  is  also  disrespectful  and  rude  to  panelists  who 
come  prepared  to  speak  to  us. 

We  have  all  agreed  that  trade  adjustment  assistance  is  a  critical 
part  of  whatever  policies  that  we  adopt,  I  am  curious,  if  you  would 
care  to  be  more  specific  about  in  your  opinion  what  you  think  we 
ought  to  be  doing. 

The  briefing  papers.  We  have  been  provided  with  a  series  of  op- 
tions. We  could  combine  the  programs  or  create  a  new  program. 
You  have  all  probably  seen  the  CRS  document  on  this. 

The  Majority  Leader  addressed  the  question  of  funding  in  one  re- 
spect. Some  have  proposed,  as  he  related,  that  there  would  be  a 
cross-border  transaction  fee  that  could  fund  some  of  the  adjustment 
assistance.  This  is  going  to  be  a  critical  question,  as  you  all  ac- 
knowledged. 

Could  you  give  us  the  benefit  of  your  advice  on  what  specifically 
we  ought  to  do  in  the  area  of  trade  adjustment  assistance? 

Mr.  Sheehan.  I  was  going  to  begin  with  the  fact  that  Gary 
Hufbauer  in  his  new  book  makes  reference  to  the  funding  of  these 
programs  through  a  financing  mechanism  that  does  not  necessarily 
increase  duties  at  the  border,  but  merely  takes  a  share  of  the  du- 
ties that  have  already  been  collected  and  that  go  into  the  Federal 
Treasury.  He  would  direct  them  into  a  discrete  fund  to  help  finance 
not  only  worker  adjustment  assistance,  but  I  think  also  environ- 
mental border  problems.  He  probably  would  like  to  elaborate  more 
on  that. 

In  terms  of  the  TAA  program,  which  is  now  in  existence  under 
our  trade  act,  there  would  be  necessary  improvements.  Currently, 
there  is  no  eligibility  for  TAA  for  a  plant  that  shuts  down  and 
moves  overseas.  There  is  a  situation  where  a  company  shuts  down 
part  of  a  facility  and  moves  overseas  and  then  starts  importing 
while  the  domestic  plant  is  still  operating,  and  then  eventually 
shuts  down.  Those  workers  can  become  eligible  for  TAA. 

But  normally  speaking,  if  our  fears  are  carried  through,  the  relo- 
cation of  a  plant  to  Mexico  would  not  make  eligible  dislocated 
workers.  So  that  is  one  area  that  we  would  necessarily  need  to 
have  an  adjustment. 

INCOME  MAINTENANCE  FOR  WORKERS 

Secondly,  Mr.  Fingerhut,  I  think  this  whole  question  of  the  in- 
come maintenance  should  be  looked  at  fully,  and  from  the  labor 
point  of  view  accepted  fully.  There  are  a  number  of  restrictions  put 
on  with  the  ability  to  receive  income  maintenance  in  the  sense  that 
it  has  to  be  dependent  upon  training. 

Sometimes  the  training  is  not  available  for  our  workers  because 
of  the  lack  of  appropriations.  I  think  that  we  should  take  a  look 
at  that  aspect  of  income  maintenance. 

The  other  part  on  which  I  would  like  to  make  just  a  brief  com- 
ment has  been  this  idea  that  we  should  begin  to  integrate  the  125 
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worker  training  programs.  There  is  no  problem  with  seeking  an  in- 
tegration. 

However,  the  argument  comes  down  with  regard  to  cause-related 
unemployment.  There  is  unemployment  which  is  due  to  an  act  of 
the  Federal  Government,  either  in  the  area  of  the  environment  and 
in  the  area  of  trade  as  distinct  from  just  regular  structural  and  cy- 
clical unemployment. 

There  are  many  that  say  what  difference  does  it  make  as  to  why 
one  is  unemployed.  Let's  treat  all  unemployed  workers  the  same, 
hopefully  on  the  best  and  equal  basis.  But  it  is  impossible  to  main- 
tain, it  seems  to  me,  an  income  maintenance  provision  beyond  the 
26  weeks  of  Unemployment  Compensation. 

We  are  struggling  just  to  get  an  extension  of  the  UI  bill.  And 
here  we  have  income  maintenance  that  is  cause-related.  If  the  pro- 
gram gets  merged  into  other  worker  adjustment  assistance  pro- 
grams, there  is  a  real  fear  that  that  particular  provision  will  be 
evaporated.  To  that  extent,  we  would  like  to  see  this  program 
maintained  as  a  separate  program. 

DISTINGUISHING  ELIGIBLE  DISPLACED  WORKERS 

Mr.  FlNGERHUT.  Mr.  Sheehan,  I  am  very  sjonpathetic  to  worker 
adjustment,  which  is  why  I  am  raising  this  question.  I  would  like 
to  get  as  good  an  understanding  as  I  can  of  what  is  necessary  in 
the  event  that  this  goes  forward.  The  problem  is  how  do  we  make 
a  distinction  in  benefits  between  a  worker  who  has  lost  their  job 
pre-NAFTA  to  a  company  that  has  moved  to  Mexico  or  somewhere 
else  and  one  who  does  arguably  as  a  result  of  NAFTA. 

I  am  not  sure  how  we  are  even  going  to  be  able  to  tell  one  situa- 
tion from  the  other.  We  are  probably  going  to  have  endless  defini- 
tional arguments  about  whether  a  job  is  lost  because  of  NAFTA  or 
not.  And  I  am  most  concerned  about  getting  adequate  benefits  to 
our  workers. 

I  quite  agree  with  you  on  the  training  point,  ha\'ing  it  tied  to 
training.  And  also  obviously,  on  the  eligibility  by  Mexico.  That  I 
think  is  an  obvious  point.  But  I  quite  agree  with  you  on  the  train- 
ing point,  because  it  is  not  always  available.  But  you  often  ask  the 
question-train  for  what? 

I  have  got  lots  of  folks  in  northeast  Ohio  who  would  love  to  be 
trained  for  another  high-wage  manufacturing  job,  if  I  could  tell 
them  where  it  is. 

Could  you  comment  on  how  are  we  doing  to  know  who  is  eligible 
for  these  benefits? 

Mr.  Sheehan.  Well,  first  of  all,  I  do  not  think  that  there  is  any 
answer  to  the  retroactivity  issue.  You  pass  a  law,  and  it  becomes 
effective  on  a  date  certain.  There  are  some  that  are  going  to  fall 
on  the  other  side  of  that.  Unfortunately,  they  are  not  going  to  be 
eligible  for  this  kind  of  trade  adjustment.  Hopefully,  we  can  pass 
it  before  the  impacts  of  this  arrangement  with  Mexico  start  being 
felt. 

Now  with  regard  to  the  cause  relationship.  In  1962,  TAA  was 
first  initiated,  and  there  was  a  great  deal  of  concern  as  to  how  one 
could  determine  the  impact-cause  relationship.  As  a  matter  of  fact, 
in  1974,  the  TAA  Act  was  amended  in  order  to  make  the  causation 
linkage  a  little  easier  to  be  identified. 
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With  the  NAFTA  arrangement,  there  is  going  to  be  the  same 
problem.  There  have  been  discussions  about  tnis  already.  It  will  be 
a  little  more  difficult  than  it  is  with  the  TAA.  Under  the  TAA,  if 
imports  are  entering  and  rising  relatively  and  absolutely,  one  can 
measure  import  penetration.  If  plants  go  south,  the  question  is  did 
they  go  south  because  of  the  NAFTA  arrangement. 

Well,  it  might  just  simply  be  that  you  do  not  have  to  make  a 
finding  that  it  is  primarily  because  of  NAFTA.  Perhaps  the  fact 
that  tney  have  gone  south  makes  those  workers  eligible  for  the  ad- 
justment assistance. 

Let  me  put  it  to  you  this  way.  I  think  that  the  degree  to  which 
we  need  to  take  a  look  at  the  eligibility  requirements  of  a  cause 
related  impact  in  this  area  the  AFL-CIO  stands  ready  to  assist. 
There  is  a  department  that  is  looking  at  various  aspects  of  this 
problem.  And  I  think  that  the  more  difficult  questions  with  regard 
to  eligibility  should  be  raised  now,  so  that  we  could  be  prepared  to 
do  something  in  the  legislative  process. 

Mr.  FiNGERHUT.  Is  there  anyone  else  who  wants  to  comment? 

FUNDING  OF  TRADE  ADJUSTMENT  ASSISTANCE 

Mr.  HUFBAUER.  Just  three  quick  comments.  Firstly,  I  think  in 
terms  of  financing  on  the  labor  side  and  on  the  environmental  side 
that  a  distinction  should  be  made  between  the  certainty  of  funds 
and  additional  funds.  Our  earmarking  provision  of  existing  tariff 
revenues  for  both  purposes  is  meant  to  address  the  certainty  ques- 
tion, so  that  there  are  funds  both  for  labor  adjustment  and  for  envi- 
ronmental improvement. 

We  fully  recognize,  and  we  say  in  the  book,  that  earmaking  does 
not  create  additional  funds.  Instead,  it  takes  existing  tariffs  and 
earmarking  them  to  assure  that  the  funds  will  be  there. 

In  terms  of  additional  funds,  I  have  to  say  that  I  was  a  little 
sorry  that,  when  President  Clinton  made  his  announcements  the 
other  day,  he  did  not  list  NAFTA-related  programs.  After  all,  there 
is  a  lot  of  shuffling  going  on  in  the  Clinton  budget.  I  happen  to 
think  that  these  environmental  and  labor  issues  are  just  as  impor- 
tant as  some  of  the  other  things  that  are  going  to  get  additional 
money  in  his  budget. 

The  additional  resources  have  to  come  from  general  revenues. 
That  is  much  to  be  preferred  over  a  transactions  tax,  for  the  rea- 
sons that  Bob  Morris  has  emphasized. 

The  final  point  that  I  would  make  comes  back  to  the  causation 
issue  that  Jack  has  talked  about.  My  view  is  that  the  causation 
test  in  terms  of  labor  adjustment  ought  to  be  fairly  easy  to  hurdle. 
If  there  are  increased  imports  from  Mexico,  or  in  his  example  the 
loss  of  exports  to  Mexico,  because  a  plant  moves  south,  the  facts 
should  meet  the  test.  Workers  should  not  have  to  go  the  further 
step  of  proving  that  the  dislocation  is  linked  to  some  provision,  for 
example  a  tariff  provision,  in  the  agreement.  It  should  be  enough 
to  show  the  additional  trade  in  one  direction  or  the  other,  which 
causes  U.S.  workers  to  lose  their  jobs. 

The  reason  that  I  endorse  a  liberal  test  is  because  I  want  to  get 
rid  of  causation  screens  all  together.  I  am  mindful  of  what  Jack 
says  that  we  should  not  blend  NAFTA  provisions  on  day  one  with 
the  general  EDWAA  or  JTPA  provisions,  because  then  NAFTA  pro- 
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visions  will  be  diluted — based  on  recent  JTPA  history — to  about 
$2,000  per  worker.  That  is  just  not  enough  to  address  the  disloca- 
tion of  NAFTA  related  workers.  I  think  a  fair  average  would  be  on 
the  order  of  $10,000  a  worker. 

Mr.  FiNGERHUT.  Thank  you,  Mr.  Chairman. 

Mr.  Menendez.  Thank  you  very  much. 

On  behalf  of  the  Chairman,  I  want  to  thank  all  of  the  panelists 
for  their  dexterity,  and  for  their  comments  and  their  insights. 
Thank  you  very  much  for  being  here. 

This  hearing  is  adjourned. 

[Whereupon,  at  5:21  p.m.,  the  subcommittees  were  adjourned.] 
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SAM  GEJDENSON,  CHAIRMAN 

SUBCOMMITTEE  ON  ECONOMIC  POLICY, 

TRADE  AND  ENVIRONMENT 

FEBRUARY  24,  1993 


President  Clinton  has  stated  that  he  supports  the  North 
American  Free  Trade  Agreement  as  negotiated  by  the  Bush 
Administration.   He  has  also  said,  however,  that  he  will  seek  further 
negotiations  with  Mexico  and  Canada  on  three  supplemental 
agreements  and  will  pursue  five  related  unilateral  programs  before 
presenting  the  whole  NAFTA  package  to  Congress. 

The  three  supplemental  agreements  will  address  the 
environment,  labor  standards  and  import  surges  that  might  damage 
whole  sectors  of  the  economy.   The  five  unilateral  measures  relate 
to  trade  adjustment  assistance,  environmental  cleanup,  aid  to 
farmers,  rights  of  citizens  in  environmental  challenges  and 
protections  against  strike  breakers  and  unsafe  truck  drivers. 

Today's  hearing  will  focus  on  just  the  environment  and  labor 
issues  to  be  addressed  in  the  supplemental  agreements  and  the 
unilateral  measures. 

It  is  clear  that  the  Clinton  Administration  will  have  to  work 
hard  over  the  next  several  months  to  put  together  a  NAFTA 
package  that  the  Congress  can  pass.  For  our  part,  we  are  going  to 
have  to  do  some  serious  thinking  about  the  impact  this  agreement 
will  have  on  the  country  as  a  whole  and  on  our  districts  m 
particular.   To  the  extent  that  any  of  us  may  feel  that  the  NAFTA 
agreement  has  flaws,  we  have  an  obligation  now  to  decide  how  those 
flaws  can  be  remedied  in  either  the  supplemental  accords  or  the 
unilateral  measures  the  Administration  has  proposed. 

The  purpose  of  this  particular  hearing,  then,  is  to  provide 
members  with  an  early  opportunity  to  hear  some  specific 
recommendations  for  the  supplemental  environmental  and  labor 
accords.   This,  I  hope,  will  help  prepare  members  for  the  difficult 
votes  on  NAFTA  that  lay  ahead. 

(55) 


56 


We  have  three  panels  today.  Our  Majority  Leader  will  lead 
off  the  first  panel  which  will  be  followed  by  a  second  panel  on 
labor  issues  and  a  third  on  the  environment. 

Mr.  Majority  Leader.... 
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OPENING  STATEMENT 

HON.  ROBERT  G.  TORRICELLI.  CHAIRMAN 

SUBCOMMITTEE  ON  WESTERN  HEMISPHERE  AFFAIRS 

"NAFTA:   ENVIRONMENT  AND  LABOR  AGREEMENTS" 

FEBRUARY  24.  1993 

Mr.  Chairman.  I  appreciate  );our  initiative  in  scheduling  this  hearing  and  join 
you  in  welcoming  our  witnesses-particularly,  of  course,  the  distmguished  Majority 
Leader,  who  has  provided  so  mucn  leadership  on  this  issue,  and  also  our  colleagues 
from  Arizona  (Mr.  Kolbe),  Oregon  (Mr.  Wyden).  and  New  Mexico  (Mr.  Richardson). 

President  Clinton  has  rightly  come  to  two  conclusions  regarding  NAFTA. 

The  first  is  that  this  country  must  enter  into  the  North  American  Free  Trade 
Agreement,  and  we  must  do  so  this  year. 

We  must  do  so,  in  part,  because  our  neighbor,  Mexico,  has  made  a  historic  and 
revolutionary  commitment  to  an  open  economy.  The  centerpiece  of  that  commitment 
L«  NAFTA.   It  is  fundamentally  in  the  interest  of  the  United  States  to  support  that 
commitment. 

But.  more  importantly,  we  must  approve  NAFTA  because  it  is  central  to  our 
own  economic  recovery  and  competitiveness. 

Mexico  is  not  part  of  our  economic  problems,  as  so  many  seem  to  believe.  It  is 
an  answer  to  our  economic  problems.  Joining  the  United  States.  Canada,  and  Mexico 
into  one  of  the  world's  biggest  productive  umts  will  not  decrease  economic  opportunity 
for  Americans;  it  will  increase  it. 

The  trade  surplus  that  the  integration  of  the  American  and  Mexican  economies 
has  produced  for  the  United  States  will  grow,  not  diminish. 

More  importantly,  products  co-produced  in  the  North  American  free  trade 
area  will  be  more  competitive  in  regional  and  world  markets  than  products  produced  in 
any  one  country  could  be.  Until  we  learn  that  basic  truth,  we  are  going  to  be  in 
economic  trouble  in  this  world. 

Nevertheless,  there  is  a  real  danger  that  the  Congress  will  fail  to  approve 
NAFTA.  To  avert  that  danger,  we  need  help  from  this  administration  and  from  the 
Mexicans.   This  hearing  will  highlight  two  cases  in  point. 

First,  there  must  be  an  effective  arrangement  for  harmonizing  and  enforcing 
environmental  standards  on  both  sides  of  the  border.  We  must  control  the  possible 
environmentally  damaging  effects  of  free  trade,  and  we  must  ensure  that  laxity  on  the 
Mexican  side  does  not  become  an  incentive  for  American  jobs  to  go  South. 

And  second,  there  must  likewise  be  an  effective  arrangement  for  enforcing  fair 
labor  practices.  I  do  not  mean  that  we  should  force  Mexico  to  adopt  our  labor 
standards,  or  that  we  should  be  forced  to  adopt  Canada's.  But  we  cannot  build  mutual 
prosperity  on  the  exploitation  of  labor. 

Let  us  be  clear:  As  a  matter  of  simple  political  reah'ty.  Congress  will  not 
approve  NAFTA  unless  these  two  issues  are  resolved  to  the  satisfaction  of  a  majority  of 
the  members. 

So  I  am  very  pleased  that  we  will  benefit  today  from  the  thinking  of  our 
colleagues  and  other  distinguished  experts  on  how  to  deal  with  these  issues,  and  I  look 
foward  too  the  testimony. 

Thank  you.  Mr.  Chairman. 
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Subcommittees  on  Economic  Policy,  Trade  and  Environment  and  on 
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Mr.  Chairmen,  Members  of  the  Subcommittees,  I  want  to  thank  you  for  inviting  me 
to  testify  before  you  today  on  the  North  American  Free  Trade  Agreement.  In  just  over  two 
weeks.  United  States  Trade  Representative  Mickey  Kantor  will  be  meeting  with  his 
counterpart  trade  ministers  from  Mexico  and  Canada  to  try  to  successfully  conclude  the 
NAFTA  negotiations.  Your  hearing  comes  at  a  very  important  time  and  will  help  guide 
Ambassador  Kantor  and  the  Administration  as  they  develop  the  Clinton  Administration's 
negotiating  posture. 

I  have  spent  countless  hours  on  this  issue.  I  have  travelled  to  Mexico  on  a  number 
of  occasions  I  have  talked  to  hundreds  of  workers,  fanners  and  businessmen  here  in 
America  to  understand  their  concerns. 

I  take  this  issue  very  seriously  --  because  of  its  importance  to  our  future  and  because 
under  the  fast  track  statute  I,  as  Majority  Leader,  am  designated  as  the  individual 
responsible  for  introducing  the  Agreement  when  requested  to  by  the  President. 

It's  troubling,  therefore,  that  too  many  people  seek  to  approach  this  issue  through 
ideological  blinders.  They  want  to  deal  with  the  NAFTA  and  other  trade  issues  through 
classical  approaches  to  trade  -  they  want  a  trade  policy  based  on  theories  rather  than 
reality.  It's  time  for  us  to  have  a  pragmatic  approach  to  trade  that  is  based  on  America's 
interests. 

On  Monday,  the  New  York  Times  reported  that  the  authors  of  a  recently  published 
book  on  NAFTA  had  left  out  information  showing  long-term  job  losses.  According  to  the 
article,  "the  long-term  assessment  was  omitted  because  the  book  was  too  long  and  the 
(authors)  were  in  a  rush  to  publish  it.  The  book  also  mentions  that  the  agreement's  long- 
term  effect  on  jobs  is  insignificant  compared  to  the  effects  of  broader  economic  trends." 
The  authors  chose  to  portray  the  NAFTA  only  in  the  best  of  lights.  The  fact  that  the 
NAFTA  might  tesult  in  job  losses  didn't  fit  their  ideological  approach. 
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Last  week,  I  sent  a  letter  to  President  Salinas  criticizing  the  investment  by  his 
government  in  a  fund  whose  stated  purpose  was  to  buy  U.S.  manufacturing  concerns  and 
move  their  jobs  --  American  workers'  jobs  --  to  Mexico.  I'm  pleased  by  the  quick  response 
of  Ambassador  Kantor,  refusing  to  move  ahead  on  NAFTA  negotiations  before  this 
important  issue  was  resolved.  I  thought  he  had  sent  the  clear  message  that  the  Clinton 
Administration  cares  about  American  jobs.   I  thought  the  issue  was  over. 

President  Salinas  saw  the  issue  another  way.  In  an  interview  reported  in  the 
Washington  Post  yesterday.  President  Salinas  said  that  he  wants  an  informed  debate,  "(t)hat 
is,  that  it  comes  from  facts  and  not  from  prejudice." 

It  seems  to  me  that  every  time  we  begin  to  discuss  the  facts,  someone  claims 
prejudice.  The  fact  of  the  matter  is  that  President  Salinas'  goal  is  to  increase  growth  and 
opportunity  in  Mexico.  I  support  that  goal  --  but  not  at  the  cost  of  U.S.  jobs.  I  want  a 
NAFTA  that  is  an  engine  for  growth  in  all  three  countries. 

Those  who  choose  to  hide  or  ignore  the  facts  or  deflect  attention  to  other  issues  will 
onJy  help  to  defeat  the  Agreement.  They  should  give  the  American  people  a  little  more 
credit.  The  American  people  understand  that  the  trade  policies  of  the  last  decade  have  left 
us  with  more  than  $1  trillion  in  cumulative  trade  deficits  and  millions  of  lost  jobs. 

They  want  a  government  that  puts  people  first.  -  • 

Last  fall  I  called  upon  the  Bush  Administration  to  cease  further  efforts  to  win 
Congressional  approval  of  the  North  America  Free  Trade  Agreement,  and  to  renegotiate 
it,  or  leave  it  for  the  next  Administration  to  be  written  right.  My  review  of  the  accord 
indicated  that  -- 

Under  Bush's  agreement,  substandard  environmental  conditions  that  exist  on  both 
sides  of  the  U.S.-Mexican  border  will  remain  static  or  grow  worse  --  and  a  properly 
negotiated  NAFTA  would  make  them  better. 

Under  Bush's  agreement,  the  existing  incentives  for  American  corporations  to  move 
South  and  take  advantage  of  lax  environmental  enforcement  remain  in  place  -  and  a 
prop)erly  negotiated  NAFTA  would  halt  the  use  of  environmental  gamesmanship  as  a  factor 
for  companies  deciding  where  to  locate  their  plants. 

Under  Bush's  agreement,  displaced  workers  will  be  able  to  turn  to  no  reliable 
program  for  help,  because  the  Bush  Administration's  training  scheme  lacked  substance  and 
the  funding  to  make  it  credible  --  and  without  a  strong  program  to  help  workers,  there  will 
never  be  a  consensus  for  a  good  trade  pact  with  Mexico. 

Under  Bush's  agreement,  no  provisions  are  made  to  build  the  infrastructure  required 
to  sustain  increased  commerce  betwpen  the  United  States  and  Mexico  --  and  a  properly 
negotiated  NAFTA  would  acknowledge  the  need  for  more  and  better  roads,  schools,  sewage 
systems,  and  the  like. 
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Under  Bush's  agreement,  the  labor  standards  and  working  conditions  affecting 
Mexican  workers  will  remain  undisturbed,  and  that  should  disturb  anyone  who  believes 
illegal  immigration  should  be  reduced  or  that  free  trade  should  lift  the  citizens  of  struggling 
economies  --  a  good  agreement  between  the  United  States  and  Mexico  would  provide  for 
a  Code  of  Conduct  so  workers  could  better  their  lives. 

Finally,  under  Bush's  agreement,  a  number  of  more  traditional  trade  issues  have  been 
settled  in  ways  that  will  result  in  neither  free  trade  between  our  countries  nor  fair  treatment 
for  some  basic  American  industries  that  should  be  granted  better  access  to  Mexico  --  and 
a  properly  negotiated  agreement  would  untie  those  knots  as  well. 

At  the  time,  I  said  that  without  changes.  Congress  could  not  responsibly  approve  the 
NAFTA  agreement.  We  could  do  better.  Unfortunately,  President  Bush  chose  to  accept 
an  agreement  that  just  isn't  good  enough. 

I  believe  that  the  NAFTA  can  be  fixed.  I  supported  President  Bush's  request  for 
fast-track  trade  negotiating  authority  because  the  status  quo  trading  relationship  with  Mexico 
is  not  acceptable 

Under  the  status  quo,  we've  seen  our  jobs  flow  South,  and  watched  Mexican-made 
products,  once  produced  by  our  workers,  flow  North.  Without  a  good  agreement,  this 
process  may  accelerate  as  more  companies  rely  on  lowering  wages  --  by  cutting  workers'  pay 
or  moving  their  production  out  of  the  country  --  to  compete  in  the  world  economy.  That 
might  benefit  our  consumers  in  the  short-run,  but  it  would  ultimately  reduce  the  ability  of 
our  workers  and  firms  to  produce,  profit,  and  afford  the  products  made  by  others. 

In  1991,  when  President  Bush  requested  fast  track  authority,  I  wrote  to  him  and  said 
that  reaching  an  acceptable  agreement  "will  require  discussing  issues  like  transition 
measures,  wage  disparity,  environmental  protection  and  worker  rights.  Neither  Mexico  nor 
Canada  nor  America  is  benefitted  by  a  system  that  benignly  looks  on  massive  air  pollution, 
poisonous  pesticides  and  child  labor  as  'comparative  advantages.'  And  I  cannot  imagine  that 
Congress  would  approve  an  agreement  that  did." 

Unfortunately,  all  of  these  issues  were  largely  neglected  by  the  Bush  Administration. 
President  Clinton  has  recognized  the  flaws  in  the  Bush  approach  and  has  defined  a  balanced 
plan  to  address  the  failed  Bush  agreement. 

During  the  campaign  last  year.  President  Clinton  gave  a  lengthy  address  on  this 
important  issue.  He  accepted  the  basic  NAFTA  text  but  indicated  that  it  didn't  go  far 
enough.  He  indicated  that  he  wanted  to  negotiate  supplemental  agreements  on  labor,  the 
environment  and  import  surges. 
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I  have  talked  to  President  Clinton,  Ambassador  Kantor  and  other  members  of  his 
Administration  at  great  length  about  what  I  believe  an  acceptable  NAFTA  would  look  like 
and  what  these  supplemental  agreements  should  contain.  I  intend  to  be  a  partner  in  this 
process  and  to  work  toward  successfully  concluding  a  NAFTA  this  year. 

Our  approach  to  the  NAFTA  should  be  results-oriented  --  one  that  allows  us  to 
gauge  success  for  Mexico  and  the  U.S.  In  March,  1991,  I  wrote  to  President  Bush  about 
what  I  believed  should  be  our  negotiating  objectives  in  the  NAFTA.    In  this  letter,  I  said 

"We  may  also  want  to  examine  the  possibility  of  phasing  in  the  provisions  of 
a  final  agreement  based  on  increasing  standards  of  living  in  Mexico.  This  will 
provide  the  Mexican  government  with  the  incentives  to  continue  with  their 
liberalization  programs  as  well  as  providing  U.S.  workers  with  a  greater 
protection  against  a  competitive  policy  based  on  wage  differentials  alone.  At 
the  same  time,  if  we  see  substantial  benefits,  as  in  the  US-Canada  FT  A,  we 
may  wish  to  accelerate  the  phase  in  process." 

I  know  that  President  Clinton  understands  the  great  challenges  we  face.  He 
understands,  as  President  Bush  did  not,  that  the  NAFTA  is  only  one  tile  in  a  much  larger 
mosaic.  Put  up  against  the  backdrop  of  the  economic  plan  that  President  Clinton  has 
offered,  an  improved  NAFTA  can  move  us  in  the  right  direction. 

I  am  committed  to  working  to  a  successful  conclusion  of  the  NAFTA  negotiations. 
We  need  to  be  resolute  in  our  goals,  but  creative  in  our  solutions.  We  need  to  understand 
that  marrying  economies  as  diverse  as  Mexico's  and  our  own  won't  be  easy,  but  it  can  be 
done.  We  need  to  recognize  that  today  we're  losing  jobs  to  Mexico  and  other  lower  wage 
countries  and  we've  got  to  set  a  goal  of  having  a  high-wage,  high-skill  society. 

Most  important,  we  need  to  recognize  the  facts,  not  debate  the  theories.  We  need 
to  fight  for  American  jobs  and  American  interests  and  recognize  that  helping  to  aeate 
growth  and  opportunity  in  Mexico  is  not  only  compatible,  but  supportive,  of  this  goal. 
America  can  be  the  agent  of  change  without  being  its  victim. 

I  look  forward  to  working  with  you  and  your  Subcommittees  in  the  coming  months 
on  this  important  issue. 

(30) 

Contacts:  Laura  Nichols/Karen  Beimdiek   (202)  225-0100 
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(Congre^sf  of  tfje  (Hniteb  States 

i^ouse  of  i^fprescntatibes; 

®aa5t)ington,  B»C  20515-0305 

February  24,  1993 

Testimony  of  Congressman  Jim  Kolbe  before  the  House  Committee  on  Foreign 
Affairs,  Joint  Subcommittee  Meeting  of  the  Subcommittee  on  Economic 
Policy,  Trade,  and  the  Environment  and  Subcommittee  on  |p/estern 
Hemisphere  Affairs. 


I  appreciate  the  opportunity  to  testify  today  before  the  joint 
subcommittee  hearing  of  the  Subcommittee  on  Economic  Policy,  Trade,  and 
Environment  and  the  Subcommittee  on  Western  Affairs.  This  hearing  is 
timely  as  Congress  begins  to  hear  the  arguments  for  the  recently  signed 
North  American  Free  Trade  Agreement. 

Before  discussing  labor  and  environmental  issues,  I  would  first  like  to 
touch  on  the  foreign  policy  implications  of  the  NAFTA.  While  not  often 
mentioned,  it  is  an  area  that  should  not  be  overloolced. 

Since  President  Salinas  has  taken  office,  Mexico  has  extended  a  hand  of 
cooperation  to  the  United  States,  dismantled  a  state-owned  economy, 
defended  human  rights,  and  embarked  upon  a  path  of  steady  political 
liberalization.  By  successfully  implementing  NAFTA,  the  U.S.  will 
solidify  and  further  enhance  the  Salinas'  version  of  "perestroika"  and 
"glasnost." 

In  January,  President  Salinas  made  a  number  of  cabinet  changes  which 
send  encouraging  messages  about  Mexican  democratization.  The 
appointment  of  the  respected  Jorge  Carpizo  as  Attorney  General  signals  a 
political  will  to  remedy  human  rights  violations  and  purge  the  Mexican 
judicial  system  of  corruptive  influences.  Before  assuming  this 
position,  Mr.  Carpizo  was  a  former  Supreme  Court  Justice  who  was  tapped 
to  head  Mexico's  Human  Rights  Commission.  In  that  capacity,  he  was  a 
vigorous  defender  of  human  rights.  The  replacement  of  the  Interior 
Minister,  who  had  been  viewed  by  some  as  a  throwback  to  an  earlier  era, 
also  sent  an  additional  signal  of  political  openness.  As  its  economy 
expands  and  its  middle  class  grows,  Mexico  will  continue  along  the  path 
of  increased  democratization. 

In  recent  elections  in  the  Mexican  state  of  Baja  California  Sur,  one  of 
the  opposition  parties,  the  PAN,  won  control  of  the  state's  legislative 
chamber  and  three  of  the  five  major  cities,  controlling  80  percent  of 
the  population.  While  the  PRI  won  the  governor's  race,  the  race  was 
highly  competitive;  the  PAN  conceded  defeat  by  only  4,000  votes  out  of  a 
total  150,000  votes,  over  a  65  percent  turnout. 
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And  third,  bilateral  and  global  safeguards  will  permit  a  temporary  hilce 
in  U.S.  tariff  rates  to  pre-NAFTA  levels  to  protect  U.S.  workers  and 
farmers  from  being  injured  by  unexpected  import  surges.  Because  of 
these  snapback  provisions,  I  do  not  believe  an  additional  side  agreement 
on  import  surges  is  necessary. 

While  I  believe  that  NAFTA  will  lead  to  job  creation,  one  must  also 
recognize  that  some  worker  dislocation  will  result.  Setting  aside 
conflicting  estimates  on  net  job  gains  or  losses,  the  worker  dislocation 
must  be  seen  in  the  context  of  the  gross  job  displacements  that  occur 
regularly  in  the  dynamic  U.S.  economy,  one  that  is  undergoing 
fundamental  change. 

For  example,  in  the  five  years  from  1985  until  1990,  some  8.9  million 
workers  were  displaced  from  their  jobs.  Reasons  for  job  dislocation 
included  plant  closing,  business  default,  and  permanent  la^y-offs.  New 
jobs  were  being  created  at  the  same  time,  but  workers  had  to  learn  new 
skills,  move  to  different  locations,  or  learn  new  ways  of  working. 

Estimates  of  worker  dislocation  resulting  from  NAFTA  over  a  five  year 
period  can  range  from  145,000  by  the  Institute  For  International 
Economics  for  a  five  year  period  to  a  far  more  pessimistic  calculation 
of  490,000  workers  by  economists  Tim  Koechlin  and  Hehrene  Larudee. 
Using  these  estimates,  worker  dislocation  constitutes  perhaps  between  2 
percent  and  not  more  than  6  percent  of  the  workforce  that  already  can 
expect  to  see  their  jobs  or  employers  change  during  ttiat4>erii)d. 

Let  me  turn  now  to  environmental  issues  which  concern  all  -of  us.  NAFTA 
opponents  try  to  characterize  the  agreement  as  one  leading  to 
environmental  degradation.  I  must  disagree.  Its  been  said  before,  but 
bears  repeating,  NAFTA  is  the  greenest  trade  agreement  ever.  It 
includes  innovative  environmental  provisions  which  will  serve  as  a  model 
for  future  trade  negotiations.  It  can  be  said  with  confidence  that 
NAFTA,  and  the  greater  bilateral  cooperation  that  it  will  bring,  will 
result  in  greater  environmental  protection. 

In  the  agreement's  preamble,  all  three  countries  commit  themselves  to 
strengthen  the  development  and  enforcement  of  environmental  laws  and 
regulations,  seek  cotiwiercial  and  economic  objectives  in  a  manner 
consistent  with  environmental  protection  and  conservation,  and  undertake 
policies  of  sustainable  development. 

The  NAFTA  is  clear  and  specific  in  respecting  each  country's  sovereignty 
and  ability  to  establish  environmental  standards  commensurate  with  their 
national  priorities.  Specifically,  in  both  the  Sanitary  and 
Phytosanitary  and  the  Standards  Related  Chapters  of  the  agreement,  NAFTA 
properly  reserves  each  party's  right  to  set  the  appropriate  level  of 
protection  for  humans,  animals,  and  plant  life  within  their  own  country. 

State  governments  will  also  have  the  ability  to  choose  the  level  of 
environmental  protection  appropriate  to  their  own  conditions  and 
priorities.  State  and  local  governments  will  be  able  to  adopt, 
maintain,  or  apply  any  sanitary,  phytosanitary,  and  standards-related 
measure  they  consider  appropriate,  so  long  as  there  is  a  scientific 
basis  for  a  standard  and  they  are  applied  uniformly,  in  a  non- 
discriminatory manner. 
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A  tax  imposed  on  exports  is  clearly  contrary  to  the  U.S.  Constitution. 
Moreover,  it  would  reduce  U.S.  export  opportunities  and  unfairly 
penalize  our  most  competitive  and  efficient  producing  industries.  These 
industries  are  the  heart  of  our  industrial  base  and  represent  our 
nation's  starting  line-up  in  today's  global  market  place.  The  border 
transaction  tax  would  only  serve  to  depress  worker  incomes,  since  wages 
in  export-oriented  industries  are  on  average  12.2  percent  higher  than 
all  non-agricultural  U.S.  jobs. 

In  all  of  the  debate,  let's  not  forget  the  American  consumer.  By 
reducing  tariffs,  NAFTA  enables  U.S.  consumers  to  purchase  a  wider 
variety  of  goods  at  lower  prices.  Thus,  it  increases  U.S.  consumer 
purchasing  power  and  real  income.  By  increasing  the  price  of  imports,  a 
transaction  tax  would  have  the  opposite  effect;  it  would  unfairly  tax 
American  consumers,  particularly  lower  income  Americans,  on  the  gains  of 
trade  1 iberalization. 

Some  transaction  tax  supporters  also  say  that  if  all  parties  apply  the 
same  tax,  then  trade  would  not  be  affected.  This  is  not  true.  Because 
of  different  demand  elasticities  or  tax  subsidies,  the  incidence  of  the 
tax  may  be  shared  or  borne  differently  between  producers  and  consumers 
in  each  of  the  three  countries. 

For  reasons  related  to  political  appeal,  others  Took  to  earmarking  or 
dedicating  the  remaining  tariff  re  venues -^Vora  U.'S.  -  Mexico  trade  after 
NAFTA  is  implemented  to  a  fund  which  would  finance  environmental 
infrastructure.  This  idea  has  it  pitfalls -as -well . 

First,  within  the  Federal  budget,  tariff  revenues   are  paid  to  the 
Treasury  and  serve  to  offset  Federal  spendiTig.  Any  dedication  of  tariff 
revenues  to  pay  for  a  particular  set  of  pr^r^ms  would  mean  less 
government  revenues  to  pay  for  other  programs,  increasing  the  deficit. 
As  a  result,  earmarking  these  revenues  wouTd  require  offsets  either 
through  a  spending  cut  or  revenue  increase. 

Second,  because  of  the  U.S.  tariffs  on  Mexican  exports  are  being  phased 
out,  tariff  revenues  are  an  unstable  and  inadequate  source  of  revenue 
and  would  more  than  likely  lead  to  mismatch  between  funding  and 
expenditures. 

Because  of  these  concerns,  I  believe  we  should  focus  our  efforts  on 
funding  legitimate  environmental  projects  through  general  revenues  or  by 
providing  incentives  for  private  sector  financing. 

Some  followers  of  NAFTA  have  recently  suggested  the  inclusion  of  a 
corporate  code  of  conduct  for  U.S.  corporations  operating  in  Mexico  or  a 
type  of  North  American  social  charter.  But  we  should  remember  that 
NAFTA  is  a  commercial  trade  agreement,  not  a  European  style  social, 
political,  and  monetary  arrangement. 

There  are  several  reasons  why  such  a  proposal  would  not  work.  First,  a 
code  of  conduct  may  contravene  the  principle  of  national  treatment  and 
may  put  U.S.  companies  in  violation  of  Mexican  or  Canadian  law.  Second, 
such  a  code  may  force  additional  obligations  on  one  class  of  employers 
as  compared  to  others  in  a  single  market;  thus,  distorting  competition 
between  U.S.  owned  and  other  companies. 
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In  deciding  to  move  forward  with  an  enforcement  action,  a  government 
takes  many  factors  into  account  in  shaping  the  appropriate  remedy:  the 
seriousness  of  the  offense,  the  amount  of  the  fine,  the  timetable  for 
compliance,  and  the  required  level  of  protection.   If  trade  sanctions 
are  substituted  for  lack  of  enforcement,  you  put  into  place  a 
supernational  system  that  second  guesses  a  country's  use  of 
prosecutorial  discretion.  This  is  a  serious  threat  to  national 
sovereignty.  Believe  me,  with  our  strong  environmental  laws,  it  is  a 
provision  that  could  be  used  against  our  industry  with  a  vengeance  by 
meddling  foreign  companies  that  seek  a  market  advantage  in  the  United 
States. 

NAFTA,  remember,  is  not  an  environmental  or  a  labor  agreement.   It  is 
trade  agreement  which  seeks  to  strike  that  delicate  balance  between 
trade  liberalization  and  job  growth  and  environmental  and  public  safety 
concerns.  The  balance  achieved  in  NAFTA  represents  an  landmark 
achievement.   It  was  crafted,  I  might  add,  with  the  assistance  and  at 
the  specific  request  of  environmental  and  labor  non-governmental 
organizations. 

In  conclusion,  NAFTA  represents  a  rare  opportunity  to  achieve  a  historic 
political  reconciliation  between  the  United  States  and  Mexico,  enhance 
our  binational  cooperation  along  our  2,000  mile  shared  border,  and 
strengthen  our  economic  base. 

Furthermore,  by  successfully  implementing  NAFTA,  the  U.S.  will  send  a 
clear  signal  of  commitment  to  trade  liberalization,  both  worldwide  and 
particularly  in  the  Western  Hemisphere. 

Other  countries  in  Central  and  South  America  are  knocking  on  our  door 
asking  to  join  this  free  trade  agreement.  This  represents  an 
unprecedented  opportunity  for  us  to  advance  trade  liberalization, 
solidify  the  market  reforms  of  our  trading  partners,  and  expand  U.S. 
export  opportunities.  If  side  agreements  are  overburdened  with 
stringent  and  untried  new  trade  provisions,  what  country  in  their  right 
mind  would  want  to  negotiate  a  free  trade  agreement  with  the  United 
States? 

Senator  Bill  Bradley  from  New  Jersey  has  called  the  NAFTA  the  most 
important  foreign  policy  initiative  of  the  United  States.  Vi/hile  he  and 
I  may  share  differences  on  other  issues,  we  could  not  be  in  more 
agreement  than  on  this  economic  and  foreign  policy  issue.  Thank  you. 
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Congressman  Bill  Richardson 

House  Committee  on  Foreign  Affairs 

NAFTA:  ENVIRONME^^^  AND  LABOR  AGREEMENTS 

February  24,  1993 

Chairman  Gejendson  and  Chairman  Torricelli.    Thank  you  for  allowing  me  to 
testify  at  today's  hearing  on  the  North  American  Free  Trade  Agreement  (NAFTA) 
and  the  negotiations  on  environment  and  labor  side  agreements  that  President  Clinton 
intends  to  enter  into  with  our  NAFTA  partners  in  the  coming  months. 

I  applaud  the  Committee  for  holding  today's  hearings  on  the  side  agreements  to 
NAFTA  because  that  is  where  congressional  debate  needs  to  be  focused.    President 
.  Clinton,  in  the  fall  and  in  his  recent  meetings  with  Mexican  President  Salinas  and 
Canadian  Prime  Minister  Brian  Mulroney,  stated  very  clearly  his  opposition  to 
renegotiation  of  the  NAFTA  text.    At  the  same  time,  President  Clinton  made  a 
commitment  to  use  the  side  agreements  to  address  the  growing  criticisms  about 
NAFTA  on  environmental  and  labor  issues.    Today's  hearing  will  help  the  new 
Administration  in  that  effort  by  giving  them  an  indication  of  what  elements  needs  to 
be  incorporated  into  these  side  agreements. 

Before  I  mention  some  of  the  problems  that  I  believe  need  to  be  addressed  in 
the  side  agreements,  I  would  like  to  make  some  general  comments  about  the  North 
American  Free  Trade  Agreement.    Over  the  next  few  months,  members  of  Congress 
and  the  American  public  are  going  to  be  inundated  with  reports,  studies,  and  position 
papers  that  project  the  job  gains  and  the  job  losses  resulting  from  the  NAFTA  over 
the  next  five  years  or  so.    In  assessing  NAFTA,  it  is  my  hope  that  we  can  look 
beyond  the  next  five  years  and  into  the  next  century  and  think  about  America's 
competitiveness  position  in  the  21st  Century  world  economy.    Without  NAFTA  and 
the  strength  it  will  give  the  U.S.  as  an  economic  unit,  we  are  simply  not  going  to  be 
able  to  compete  with  a  unified  Europe,  with  Japan,  or  with  countries  such  as  China. 
The  U.S.  needs  NAFTA  so  that  we  can  combine  our  economic  strengths  with  Mexico 
and  Canada  to  match  the  production-sharing  strategies  of  our  competitors.    So 
NAFTA  is  much  more  than  increased  jobs  in  the  short  run,  which  most  studies 
clearly  show;  it  is  about  the  health  of  America's  competitiveness  in  the  21st  Century. 

With  that  said,  I  still  see  the  need  for  side  agreements  with  Mexico  on  labor 
and  environmental  issues.    I  want  to  use  my  time  to  discuss  environmental  issues, 
specifically  a  proposal  that  I  introduced  in  the  House  on  February  18,  1993.    This 
proposal  --  H. Con. Res.  46  ~  has  been  incorporated  into  a  larger  environmental 
package  to  create  a  North  American  Commission  on  the  Environment  (NACE)  that 
my  colleague  Ron  Wyden  from  Oregon  will  be  introducing  shortly.    I  am  delighted  to 
be  a  cosponsor  of  Mr.  Wyden's  measure  and  am  particularly  pleased  that  his  measure 
includes  the  proposed  Border  Environmental  Guaranty  Fund  outlined  in  H. Con. Res. 
46. 
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billion  price  tag  on  the  public  health  and  environmental  problems  in  the  region 


To  address  problems  that  have  a  price  tag  of  $5  -  $7  billion,  any  proposed 
North  American  Commission  on  the  Environment  or  proposed  Joint  Commission  for 
the  U.S. -Mexico  Border  Region  must  have  a  Border  Environmental  Guaranty  Fund  - 
-  the  purpose  of  which  will  be  to  provide  financial  guaranties  for  the  repayments  of 
bonds  that  are  issued  by  the  private  sector  and  that  are  used  by  local  border 
communities  to  create,  replace,  or  improve  environmental  infrastructure  facilities! such 
as  a  water  or  wastewater  system.    It  will  be  the  residents  of  these  border 
communities,  not  the  Federal  Government,  that  will  make  payments  on  these  bonds 
through  a  system  of  user  fee  charges  established  by  the  local  environmental  facility. 

This  proposed  Fund  would  be  capitalized  by  the  United  States  and  Mexico  at 
no  less  than  $200  million,  an  amount  that  will  allow  for  well  over  $2  billion  in 
private  funds  to  be  raised  in  capital  markets  by  local  border  area  governments  tqat 
use  the  guaranty  of  the  Fund.   The  $2  billion  in  private  funds  is  the  revenue  usfd  for 
construction  of  environmental  facilities,  and  the  $200  million  stays  in  the  Fund  as 
collateral  against  all  bonds  issued  by  local  border  area  govermnents. 

Let  me  use  an  example  to  illustrate  how  such  a  Fund  works.    If  a  local 
government  in  the  border  area  issues  a  bond  to  construct  a  wastewater  treatment 
facility  and  a  revenue  shortfall  experienced  by  the  facility  prevents  it  from  makifig  its 
full  payment  to  bondholders,  then  the  Fund  steps  in  to  make  the  facility's  payments  in 
full  and  on  a  timely  basis.    Once  the  wastewater  treatment  facility  resumes  payments, 
it  will  make  up  the  missed  payments  to  the  Fund.    The  U.S.  experience  with  water 
and  wastewater  bonds  demonstrates  that  delinquency  on  payments  -  not  outright 
default  --  is  the  most  significant  problem  for  small  water  and  wastewater  systems.    It 
should  be  expected,  therefore,  that  the  Fund  will  use  its  revenues  to  pay  for 
delinquent  payments,  but  the  Fund  will  also  have  those  exp)ended  flmds  replenished. 
In  other  words,  the  Fi^nd  will  use  its  revenues,  but  it  will  also  get  them  back.   Since 
outright  default  on  small  water  and  wastewater  bonds  is  exceedingly  low,  this  is  how 
the  such  a  Fund  is  expected  to  operate.    The  establishment  of  such  a  Fund  is 
consistent  with  the  way  capital  improvement  projects  are  financed  in  the  United 
States. 


Mr.  Chairman.    I  can  provide  the  Committee  with  a  prepared  statement  diat 
explains  the  details  on  the  Border  Environmental  Guaranty  Fund.    I  think 
Congressman  Wyden  has  covered  most  of  the  other  areas  that  are  also  of  concern  to 
me.    T  eti,\c,  M-v«V    tvsvj   ^WW^voM'  o«n  H- Coo    «t^5  ■  l\{a   o.o<i    AV- 
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If  there  is  one  area  that  Congressman  Wyden  and  I  have  identified  as 
absolutely  essential  to  any  side  agreement  on  the  environment,  it  is  the  need  for  a 
long-term  financing  strategy  for  environmental  protection  along  the  U.S. -Mexico 
border  and  between  both  countries  on  a  nationwide  basis.    E.P.A.  has  put  a  $5  to  $7 
billion  price  tag  on  the  public  health  and  environmental  problems  in  the  region. 

To  address  problems  that  have  a  price  tag  of  $5  -  S7  billion,  any  proposed 
North  American  Commission  on  the  Environment  or  proposed  Joint  Commission  for 
the  U.S. -Mexico  Border  Region  must  have  a  Border  Environmental  Guaranty  Fund  - 
-  the  purpose  of  which  will  be  to  provide  financial  guaranties  for  the  repayments  of 
bonds  that  are  issued  by  the  private  sector  and  that  are  used  by  local  border 
communities  to  create,  replace,  or  improve  environmental  infrastructure  facilities  such 
as  a  water  or  wastewater  system.    It  will  be  the  residents  of  these  border 
communities,  not  the  Federal  Government,  that  will  make  payments  on  these  bonds 
through  a  system  of  user  fee  charges  established  by  the  local  environmental  facility. 

This  proposed  Fund  would  be  capitalized  by  the  United  States  and  Mexico  at 
no  less  than  $200  million,  an  amount  that  will  allow  for  well  over  $2  billion  in 
private  funds  to  be  raised  in  capital  markets  by  local  border  area  governments  that 
use  the  guaranty  of  the  Fund.    The  $2  billion  in  private  funds  is  the  revenue  used  for 
construction  of  environmental  facilities,  and  the  $200  million  stays  in  the  Fund  as 
collateral  against  all  bonds  issued  by  local  border  area  governments. 

Let  me  use  an  example  to  illustrate  how  such  a  Fund  works.    If  a  local, 
government  in  the  border  area  issues  a  bond  to  construct  a  wastewater  treatment 
facility  and  a  revenue  shortfall  experienced  by  the  facility  prevents  it  from  making  its 
full  payment  to  bondholders,  then  the  Fund  steps  in  to  make  the  facility's  payments  in 
full  and  on  a  timely  basis.    Once  the  wastewater  treatment  facility  resumes  payments, 
it  will  make  up  the  missed  payments  to  the  Fund.    The  U.S.  exf)erience  with  water 
and  wastewater  bonds  demonstrates  that  delinquency  on  payments  —  not  outright 
default  —  is  the  most  significant  problem  for  small  water  and  wastewater  systems.    It 
should  be  expected,  therefore,  that  the  Fund  will  use  its  revenues  to  pay  for 
delinquent  payments,  but  the  Fund  will  also  have  those  expended  funds  replenished. 
In  other  words,  the  Fund  will  use  its  revenues,  but  it  will  also  get  them  back.    Since 
outright  default  on  small  water  and  wastewater  bonds  is  exceedingly  low,  this  is  how 
the  such  a  Fund  is  expected  to  operate.   The  establishment  of  such  a  Fund  is 
consistent  with  the  way  capital  improvement  projects  are  financed  in  the  United 
States. 


Mr.  Chairman.    I  can  provide  the  Committee  with  a  prepared  statement  that 
explains  the  details  on  the  Border  Environmental  Guaranty  Fund.    I  think 
Congressman  Wyden  has  covered  most  of  the  other  areas  that  are  also  of  concern  to 
tne.    T    ctb>^  ^-^     rt^yi    sVAWjrfvtr«<^r    of\    W   Coo    <t^5      i^U    A<^*^    AAe_ 
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Statafflaat  of  Honorable  Ron  Wyd«n 

Bearing  on  MA7TA  Sid*  Agraements 

6ubcommitt««  on  Intarnational  Economic  Policy,  Trade  and  tba 

Environaant;  and 

Subcomfflittee  on  Western  Heaisphere  Affairs 

February  24,  1992 

Mr.  Chairman: 

The  side  agreements  to  the  North  Ajnerlcan  Free  Trade  Agreement 
(NAFTA)  on  environment  and  labor  can  ensure  that  the  NAFTA  truly 
will  provide  greater  prosperity  ayid  strong  protection  for  the 
environment  and  public  health. 

The  environmental  issue  is  vital  for  many  pro-trade  Democrats, 
who  will  likely  provide  the  swing  votes  of  either  support  or 
opposition  for  NAFTA.  Nearly  two  years  ago,  fast  track  negotiating 
authority  passed  the  House  by  just  20  votes,  and  it  was  pro-trade 
environmental  Democrats  who  provided  the  margin. 

The  NAFTA  signed  by  President  Bush  a  couple  of  months  ago  is 
essentially  a  "do  no  harm"  agreement  on  the  environmental  side. 
Thanks  to  continuous  pressure  from  environmental  groups  and 
Congress,  the  negotiators  over  time  eliminated  nearly  all  the  Nafta 
language  that  could  have  threatened  domestic  environmental 
protection. 

However,  NAFTA  still  falls  short  of  President  Bush's  promise 
that  it  would  "preserve  the  environment"  in  North  America.  For 
example,  on  the  environmental  issues  that  it  does  address,  NAFTA 
does  not  adequately  prevent  the  possible  creation  of  pollution 
havens  or  protect  mulltlateral  environmental  agreements  that  rely 
on  trade  measures  for  enforcement. 

More  important,  the  NAFTA  does  not  address  a  number  of 
important,  relevant  environmental  issues  that  will  have  a 
significant  effect  on  the  public  health  and  quality  of  life  of 
North  Americans. 

I  believe  that  nearly  all  these  Issues  can  be  addressed  in  a 
side  agreement  focused  on  the  creation  of  a  North  American 
Commission  on  the  Environment  (NACE) .  Rep.  Richardson  and  r  are 
currently  circulating  for  comment  a  draft  resolution  that  would  lay 
out  a  vision  for  what  the  NACE  should  do,  and  we  plan  to  introduce 
it  within  the  next  two  weeks. 

While  the  NACE  we  will  propose  will  be  broad  in  scope  and  have 
real  teeth  in  terms  of  its  powers,  it  will  be  limited  in  two 
important  ways.    First,  it  will  try  to  achieve  environmental 

protection   in  ways  that   minimize   Qffects on tcadt   flgw?. 

Environmental  protection  should  not  be  used  as  a  stalking  horse  for 
protectionism  or  harassment  of  competitors. 
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S«cond,  it  will  preserve  sovereignty  by  focusing  on  three 
environmental  areas:  those  that  could  attract  investment  to 
pollution  havens?  thoee  that  have  transboundary  effects;  and  those 
that  affect  the  global  commons.  Purely  domestic  environmental 
issues  are  not  really  a  subject  for  a  trade  agreement,  and  further 
NAFTA  negotiations  should  remain  focused  on  subjects  that  relate  to 
international  coinmercial  issues. 

There  are  four  key  issues  for  the  NACE  to  address: 

►  funding  through  a  bond  program  for  environmental 
cleanup  and  construction  of  new  environmental  protection 
facilities  in  the  U.S. -Mexico  border  region; 

►  making  the  NACE  a  full  partner  with  the  NAFTA  free- 
trade  conmisslon  in  resolution  of  environmental  disputes 
and  other  NAFTA  environmental  issues; 

►•  improving  enforcement  of  environmental  laws  that  could 
lead  to  investment  shifts  or  that  relate  to  transboundary 
environmental  problems  or  the  global  commons; 

►  raising  and  harmonizing  environmental  standards, 
including  standards  for  production  and  process  methods. 

The  NACE  should  also  address  the  following: 

►  determining  rules  to  protect  environmental  agreements 
that  use  trade  measures  for  enforcement  from  NAFTA 
dispute  resolution; 

►  increasing  public  participation  in  environmental 
protection,  both  in  the  dispute  resolution  process  and 
also  through  better  coramunity  right-to-know,  stronger 
local  institutions,  and  better  local  prevention  programs; 

►  developing  a  code  of  environmental  best  practices  for 
multinational  corporations  operating  within  the  NAFTA 
region; 

•■  addressing  long  term  regional  environmental  issues, 
including  U.S. -Canada  environmental  issues  that  meet  the 
three  tests  of  relevance  —  transboundary  effects,  global 
commons,  or  creating  pollution  havens. 

Mr.  Chairman,  the  Clinton  Administration  faces  a  real 
opportunity  to  build  on  the  progress  made  in  the  initial  NAFTA 
negotiations  to  truly  make  NAFTA  a  model  for  trade-expanding, 
environment-protecting  agreements.  Done  properly,  the  NAFTA 
package  could  both  serve  as  a  model  for  a  broad  American  free  trade 
zona  and  be  the  basis  for  future  GATT  agreements  to  increase 
prosperity  and  ensure  sustainable  development. 
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It  is  a  pleasure  to  appear  before  these  Subcommittees  to 
discuss  the  NAFTA.  My  statement  is  based  on  NAFTAt  An  Assessment, 
authored  by  Jeffrey  Schott  and  myself,  and  published  by  the 
Institute  for  International  Economics  on  17  February  1993.  In 
these  remarks  I  will  focus  on  our  recommendations  for  the 
supplementary  agreements  on  environmental  and  labor  issues.  In 
making  these  recommendations,  we  seek  to  address  labor  and 
environmental  issues  in  a  way  that  makes  economic  sense  for  all 
three  countries  and  in  a  manner  that  respects  their  sovereignty. 

ThA  NAFTA  Fund.  To  finance  environmental  cleanup  and  to 
improve  transportation  infrastructure  within  100  kilometers  either 
side  of  the  US -Mexico  border,  we  recommend  that  the  United  States 
and  Mexico  create  a  NAFTA  Fund  of  $3  billion.  The  Fund  would  be 
administered  by  a  joint  US-Mexican  Commission.  The  NAFTA  Fund 
should  be  financed  half  by  the  United  States  and  half  by  Mexico  by 
earmarking  existing  tariff  revenues  in  annual  installments  of  $300 
million  from  each  country  starting  in  1994.  The  NAFTA  Fund  should 
leverage  its  resources  by  cofinancing  appropriate  projects  that  are 
sponsored  by  state  and  local  agencies. 

The  NACE.  The  North  American  Environmental  Commission  should 
sponsor  broad  assessments  of  environmental  conditions  in  each 
country  and  publish  the  results;  perform  a  detailed  and  open 
evaluation  of  the  means  by  which  citizens  and  public  interest 
groups  can  use  legal  and  administrative  processes  to  compel  state 
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and  federal  governments  to  enforce  legally  established  standards; 
establish  a  procedure  to  encourage  the  upward  harmonization  of 
environmental  standards  and  enforcement,  especially  in  the  area  of 
process  standards;  and  seek  wider  implementation  of  the  "polluter 
pays"  principle. 

In  deference  to  national  sovereignty,  the  NACE  should  not  be 
empowered  to  levy  fines  or  impose  injunctive  relief.  However,  we 
recommend  that  NAFTA  members  be  allowed  to  reinforce  environmental 
provisions   with   trade   penalties   in   carefully   controlled 
circumstances.   If  a  NAFTA  panel,  convened  in  response  to  a  NACE 
report,  finds  that  the  environmental  standards  or  enforcement  rigor 
of  a  member  country  distorts  intraregional  trade  flows,  the  other 
countries  could  impose  "green  fees"  on  all  regional  exports  from 
the  offending  country  (not  to  exceed  a  stipulated  maximum,  such  as 
1  percent  ad  valorem) .   In  the  case  of  US-Mexico  trade,  the  "green 
fees"  would  not  be  held  by  the  implementing  country,  but  instead 
would  be  paid  into  the  NAFTA  Fund. 

Labor  Adjustment  and  Standards.  In  the  United  States, 
opposition  to  the  NAFTA  has  focused  on  potential  job  losses  and 
downward  pressure  on  American  wages.  Several  explicit  NAFTA 
provisions  will  smooth  the  transition  for  US  workers,  including  15- 
year  transition  periods  for  the  most  sensitive  sectors  and  improved 
safeguard  mechanisms  to  protect  sensitive  Industries  against  a 
flood  of  imports. 

The  most   important  mechanism  put   forth  by  the   Bush 
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administration  to  address  liibor  concerns  was  a  new  worker 
adjustment  program  —  Advancing  Skills  through  Education  emd 
Training  (ASETS).  ASETS  would  have  spent  $10  billion  in  new 
funding  over  five  years  on  training  and  adjustment  assistance  for 
displaced  workers,  of  which  $1.67  billion,  or  $335  million  annually 
for  five  years,  would  have  been  earmarked  (if  needed)  for  workers 
displaced  by  the  NAFTA.  The  ASETS  proposal  should  serve  as  a 
baseline  for  Clinton  Administration  efforts  in  this  area. 

In  addition  to  dealing  with  labor  adjustment.  President 
Clinton  has  promised  a  supplemental  agreement  to  reinforce  worker 
standards   and   safety.   We   recommend   that   the   supplemental 
negotiations  ensure  the  aggressive  enforcement  of  national  labor 
laws  and  regulations.  Towards  this  end,  we  recommend  the  creation 
of  a  Trinational  Labor  Conamission  to  monitor  the  labor  markets. 
The  Commission  would  issue  periodic  reports  on  labor  market 
conditions  (including  immigration)  in  each  country.  Labor  unions 
and  industry  associations  should  be  able  to  file  evidence  with  the 
Commission  on  the  labor  practices  in  any  member  country.   The 
Coimnission  reports  would  focus  public  attention  both  on  inadequate 
enforcement  and  on  labor  standards  that  do  not  meet  international 
norms . 

The  Commission  should  not  have  the  power  to  levy  fines  or 
award  damages  against  particular  firms  or  industries.  As  a  matter 
of  sovereignty,  such  remedies  should  remain  the  responsibility  of 
national  agencies  and  courts.  However,  as  a  last  resort,  a  NAFTA 
peinel  could  authorize  trade  countermeasures  against  particular 
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flxms  or  Industries  if  governments  do  not  succeed  in  halting 
identified  labor  edsuses. 


In  closing,  I  would  like  to  comment  on  the  New  York  Times 
article  (Exhibit  1)  which  appeared  on  Monday,  22  February  1993. 
The  article  gave  a  great  deal  of  attention  to  the  portions  of  a 
table  (the  "very  long  term  scenario")  that  were  deleted  from  our 
book.  Exhibit  2  contains  the  whole  table  before  the  deletions,  and 
the  text  that  explained  the  "very  long  term  scenario".  Three 
points  need  to  be  emphasized  about  the  deleted  material. 

First,  no  attempt  was  made  to  conceal  the  very  long  term 
scenario.  The  calculations  were  distributed  at  an  HE  study  group 
in  November  1992,  in  our  testimony  before  the  International  Trade 
Commission  in  November  1992,  and  at  the  Democratic  Women's  Club  in 
January  1993.  The  calculations  were  dropped  from  our  book  because 
we  were  trying  to  shorten  the  text,  and  the  scenario  required  a 
number  of  assumptions  that  were  necessarily  speculative. 

Second,  the  purpose  of  the  scenario  was  to  show  the 
distribution  of  NAFTA  job  effects  across  occupational  categories 
under  a  worst  case  scenario  from  the  standpoint  of  lower-skilled  US 
workers.  Basically,  this  worst  case  scenario  shows  that  the  NAFTA 
will  not  disadvantage  lower-skilled  US  workers  and  favor  higher- 
skilled  US  workers.   This  finding  simply  reinforces  the  results 
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that  were  published  in  our  book  dealing  with  the  occupational 
distribution  of  job  effects  in  the  foreseeable  future. 

Third,  as  mentioned,  we  made  a  number  of  assumptions  to 
generate  the  worst  case  scenario.  These  are  spelled  out  in  the 
text  in  Exhibit  2.  One  of  the  underlying  assumptions  was  that  US- 
Mexico  trade  would  be  balanced  as  early  as  the  year  2010  or  as  late 
as  the  year  2020.  The  date  of  balanced  trade  in  this  scenario  was 
an  assumption,  not  a  forecast.  In  our  opinion,  the  United  States 
will  enjoy  a  trade  surplus  with  Mexico  for  the  foreseeable  future. 
By  the  time  the  US  surplus  with  Mexico  disappears,  US  trade 
concerns  will  surely  have  moved  to  other  issues. 
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Trade  Pact 
Job  Gains 
Discounted 


MONDAY.  FEBRUARY  22,  rt»J 


EXHIBIT    1. 


Forecasters  See  Just 
A  Short-Term  Rise. 


By  KEITH  BRADSHER  . 


t^c^'  ic  Tlw  W"  Yort  TuTWt 

WASHINGTON.  Feb  Jl  -  The  iwo 
mosi  mnueniial  academic  experts  on 
Ox  Nonh  American  Free  Trade 
Agreemenl,  whose  forecasts  of  »hon- 
lerm  job  gains  were  heavily  cued  by 
the  Bush  Adminisirauon  al  Congres- 
siona!  hearings  and  news  conferences 
promoiing  the  pact  last  year,  have 
concluded  that  any  net  increase  in  job 
gains  would  evaporate  after  15  lo  M 

The  two  experts.  Gary  C  Hufbauer 
uvS  Jeffrey  J  Schott.  who  are  both 
senior  fellows  at  the  Instiiuie  for  In- 
jemaiional  Economics  here,  have  not 
Included  this  conclusion  in  their  new 
book  or  the  pact,  although  they  ao 
mention  that  the  short-term  gains 
may  not  be  permanent 

Mr  Schott  said  the  long-term  esti- 
mate was  omitted  because  it  relied  on 
many  complicated  assumptions  and 
because  any  economic  forecast  over 
tuch  a  long  period  was  unreliable 
Mr  Hufbauer  also  said  the  long-term 
issessment  was  omiiied  because  the 
book  was  too  long  and  the  two  men 
were  in  a  rush  to  publish  IL  The  book 
•ISO  mentions  that  the  agreements 
long-term  effect  on  jobs  isinsignifi- 
cant  compared  to  the  etfeas  of 
broader  economic  trends- 
While  Bush  officials  relied  exten- 
sively or.  the  HufbauerSchoti  data, 
the  Clinton  Administration,  which  has 
endorsed  the  pact  contingent  on  com- 
pletion of  three  supplemental  agree- 
ments with  Mexico,  does  not  cite 
them. 
For«casu  >7S,0«0  Jobs  by  IMS 

The  book.  "NAFrA:  An  Assess- 
ment" (Institute  for  International 
Economics),  was  released  on 
Wednesday.  It  repeated,  with  lltUe 
change,  the  two  mens  forecast  last 
year  that  using  1990  job  figures  as  a 
base  the  pact  would  produce  a  net 
gam  of  about  175.000  jobs  In  the  Unit- 
ed Stales  by  1995. 

The  long-term  conclusion  came  to 
bghi  because  Mr  Hufbauer  apjxared 
on  a  panel  of  trade  experu  last  month 
at  a  luncheon  organlied  by  the  Worn- 
en"t  National  Democratic  Club  He 
distributed  what  was  then  a  prelimi- 
nary table  from  the  book  estimating 
that  Increased  trade  from  the  pact 
would  provide  Jobs  for  318.600  Ameri- 
cans by  the  year  2010  and  that  these 
workers  would  be  producing  goods 
for  extra  expont  to  Mexico  that 
would  not  be  possible  without  the 
reduction  of  trade  barriers  provided 
by  the  pact 
But  the  umt  table  indicated  that 


EXHIBIT  2. 


To  depict  the  maximum  plausible  impact  of  NAFTA  on  the 
composition  of  the  US  Job  market,  we  have  also  calculated  a  very 
long-term  scenario.  In  this  scenario,  Mexican  merchandise  trade  is 
assumed  to  be  approximately  balanced,  and  the  United  States  does 
not  run  a  trade  surplus  with  Mexico.*  Moreover,  in  this  scenario, 
US  merchandise  import  growth  from  Mexico  is  assumed  to  be 
concentrated  in  non-durables,  while  US  merchandise  export  growth  to 
Mexico  is  assumed  to  be  concentrated  in  durables  and  capital 
goods . ' 

Judging  from  Korean  experience,  the  very-long  term  scenario 
might  emerge  as  early  as  twenty  years  from  the  start  of  NAFTA  talks 
(the  year  2010)  or  as  late  as  thirty  years  after  the  start  of  talks 
(2020).  In  this  scenario,  both  imports  and  exports  are  projected 
to  grow  by  $30  billion  over  the  levels  that  otherwise  would  have 
been  reached.  This  scenario  does  not  reflect  normal  trade  growth; 
instead,  it  only  purports  to  calculate  the  incremental  impact  of  a 
highly  optimistic  scenario  of  two-way  trade  creation  resulting  from 
NAFTA. 

All  told,  these  assumptions  are  designed  to  yield  a  plausible 
"worst  case"  for  the  long-term  impact  of  NAFTA  on  the  composition 
of  US  jobs.  Yet,  as  the  calculations  in  table  A2  show,  the 
distribution  of  the  job  impact  across  occupational  categories  is 
not  focused  on  lower-paid  workers  in  this  scenario.  Instead,  even 
assuming  a  malor  change  in  the  composition  of  trade,  factory 
workers  benefit  relative  to  office  workers.' 


*  The  scenario  assumes  that,  as  in  the  recent  past,  Mexican 
payments  for  the  import  of  services  will  approximately  equal 
Mexican  receipts  for  the  export  of  services. 

*  Specifically,  the  calculations  in  table  A2  assume  that  all 
NAFTA-induced  US  export  growth  occurs  in  the  following  sectors 
(and  that  growth  in  these  sectors  is  proportional  to  1990  US 
exports  to  Mexico):  agriculture,  chemicals,  primary  metals,  non- 
electric machinery,  electronic  machinery,  and  transport 
equipment.  The  calculations  in  table  A2  also  assume  that  all 
NAFTA-induced  US  import  growth  occurs  in  the  following  sectors 
(and  again  that  growth  in  these  sectors  is  proportional  to  1990 
US  imports  from  Mexico) :  agriculture,  other  non-manufactured 
goods,  apparel,  shoes,  textiles,  other  non-durables,  primary 
metals,  and  transport  equipment. 

'  Under  our  very  long-term  scenario,  an  additional  319,000 
jobs  are  supported  by  higher  US  exports  to  Mexico,  while  an  extra 
324,000  jobs  are  displaced  by  higher  US  imports.  The  net  effect 
is  very  small  net  US  Job  losses  of  5,000  workers. 
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a/  The  aasunptiona  behind  the  scenario  for  the  f oreseeab^  3  future  are  spelled  out 
in  the  text.  Basically  it  was  assumed  that  NAFTA  and  related  Mexican  reforms 
will  boost  OS  exxxsrts  to  Mexico  by  $16.7  billion  over  the  levels  otherwise 
obtained,  and  boost  OS  ijnports  from  Mexico  by  $7.7  billion.  In  this  scenario, 
no  allowance  is  made  for  normal  trade  growth  in  the  absence  of  NAFTA  and  related 
reforms. 

To  obtain  figures  for  jobs  by  occupational  category  supported  by  exports 
to  Mexico  in  1990,  the  Department  of  Coamerce  figures  for  direct  and  indirect 
jobs  supported  by  exports  to  Mexico  in  1990,  by  industry,  were  multiplied  by 
coefficients  representing  the  ratio  of  specific  occupations  within  an  industry 
to  total  jobs  within  that  industry  for  the  Dnited  States  at  large.  For  example, 
the  figure  for  sales  jobs  supported  by  agricultural  exports  to  Mexico  was 
obtained  by  multiplying  the  total  number  of  jobs  (direct  and  indirect)  supported 
by  agricultural  exports  to  Mexico  by  the  ratio  of  sales  jobs  to  total  jobs  tn  OS 
agriculture  as  a  whole. 

To  obtain  figures  for  jobs  by  occupational  category  displaced  by  imports 
from  Mexico  in  1990,  a  parallel  method  was  used.  Department  of  Commerce  figures 
for  direct  and  indirect  jobs  in  each  industry  supported  by  exports  were 
multiplied  by  the  ratio  between  OS  imports  from  Mexico  and  OS  exports  to  Mexico 
for  the  products  of  that  particular  industry.  To  make  the  calculation 
manageable,  only  the  top  100  imports  and  exports  were  used  in  calculating  these 
ratios.  The  top  100  imports  and  exports  account  for  96.8  percent  of  total  OS 
imports  and  96.7  percent  of  total  OS  exports  to  Mexico  in  1990. 

Numbers  for  total  jobs  by  occupation  supported  by  exports,  or  displaced  by 
imports,  in  1990  were  obtained  by  summing  the  figures  for  each  industry. 

The  average  weekly  wage  for  jobs  supported  by  exports  to  Mexico  in  1990  was 
obtained  by  taking  a  weighted  average  of  the  median  wage  for  each  occupational 
category,  where  the  weights  are  the  proportion  of  each  occupational  category 
supported  by  exports  to  the  total  number  of  jobs  supported  by  exports.  The  same 
procedure  was  used  to  obtain  the  average  wage  associated  with  jobs  displaced  by 
imports.   In  these  calculations,  1991  median  wage  figures  were  used. 

The  figures  for  jobs  by  occupation  supported  by  exports  or  displaced  by 
imports  in  the  future  scenario  was  obtained  by  multiplying  the  respective  1990 
figures  by  the  ratio  of  scenario  exports  (or  scenario  imports)  to  base  year 
expor-ts  (or  base  year  imports).  Average  wages  were  calculated  in  the  same  way 
as  those  for  1990.  This  methodology  does  not  allow  for  productivity  growth 
either  in  terms  of  jobs  or  in  terms  of  wages. 

Sources; 

Data  for  total  jobs,  by  industry,  supported  by  exports  to  Mexico  in  1990  was 
obtained  from  the  Office  of  the  Chief  Economist,  Economics  and  Statistics 
Administration,  OS  Department  of  Commerce,  "O.S.  Jobs  Supported  by  O.S. 
Merchandise  Exports  to  Mexico:  Supplemental  Report,"  May  1992.  The  coefficients 
representing  the  ratio  of  specific  occupational  categories  within  an  industry  to 
total  jobs  within  that  industry  for  the  Onited  States  at  large  are  derived  from 
unpublished  data  for  the  year  1991,  collected  by  the  Bureau  of  Labor  Statistics. 
The  data  for  average  weekly  wages  for  the  year  1991  for  each  occupation  were 
obtained  from  Bureau  of  Labor  Statistics,  OS  Department  of  Labor. 
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T*Btimony  of  th« 
United  Food  and  Comafircial  Workers  International  Union 

Before  a  Joint  Hearing 
of  the 

Subcommittee  on  Economic  Policy,  Trade  and  Environment 

and  the 

Subcommittee  on  Western  Hemisphere  Affairs 

Of  the  Committee  on  Foreign  Affairs 

of  the  United  States  House  of  Representatives 

on  the 

North  American  Free  Trade  Agreement 

February  24,  1993 

Mr.  Chairman,  my  name  is  Segundo  Mercado-Llorens.  I  am 
Director  of  Government  Affaire  for  the  United  Food  and  Commercial 
Workers  International  Union. 

The  UFCW  has  1.3  million  members  organized  in  some  500  local 
unions  throughout  the  United  states  and  Canada.  The  UFCW  and  its 
local  unions  have  collective  bargaining  agreements  with  tens  of 
thousands  of  employers  throughout  the  food  industry,  including 
retail  sales,  meat  packing,  and  food  processing.  In  addition  we 
have  members  in  leather,  fur,  health,  footwear  manufacturing  and 
other  industries. 

I  am  pleased  to  be  here  today  to  express  our  members'  concerns 
regarding  the  North  American  Free  Trade  Agreement  (NAFTA) , 
particularly  as  these  relate  to  jobs  and  food  safety.  In  this 
regard,  it  should  be  noted  that  the  UFCW  wears  three  hats.  First, 
it  is  the  second  largest  international  union  in  the  AFL-CIO. 
Second,  because  the  food  industry  is  the  locus  of  employment  of  the 
vast  majority  of  our  members,  the  UFCW  has  a  special  concern  for 
food  safety  issues.  This  concern  is  expressed  in  our  union's 
participation  as  chair  of  the  Safe  Food  Coalition,  whose  members 
consist  of  the  major  consumer  safety  groups  In  this  nation.  Third, 
the  UFCW  is  a  co-founder  and  executive  committee  member  of  the 
Citizen  Trade  Campaign  —  a  coalition  of  consumer,  environmental, 
labor,  religious,  and  other  organizations  actively  working  to 
ensure  that  trade  agreements  such  as  NAFTA  and  the  General 
Agreement  on  Tariffs  and  Trade  respect  the  public  interest  in  the 
areas  of  consumer  safety,  the  environment,  and  jobs.  With  that 
said,  let  me  make  it  clear  that  today  I  will  be  speaking  solely 
under  the  umbrella  of  the  UFCW. 
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I  would  Ilk*  to  begin  by  offering  son*  prafatory  ranarks 
relative  to  President  Clinton's  approach  to  NAFTA,  as  well  as  a 

feneral  statement  regarding  the  development  strategy  on  which  NAFTA 
8  founded . 

PRRfiTDENT  CLINTON  AND  THE  NAFTA 

The  UFCW  is  encouraged  by  the  President's  decision  to  seek 
major  changes  in  the  North  American  Free  Trade  Agreement.  We 
believe  it  represents  an  important  break  with  the  past.  For  the 
first  time  the  executive  branch  will  be  analyzing  trade  agreements 
through  the  prism  of  its  domestic  policy  consequences.  This 
approach  is  something  that  should  be  welcomed  by  all.  In  essence. 
President  Clinton  has  recognized  that  just  as  war  is  too  important 
a  matter  to  be  left  to  the  military,  the  consequences  of  trade 
policy  are  too  important  to  be  left  to  trade  negotiators.  Each  of 
us  must  be  involved  for  each  of  us  will  be  affected. 

In  this  regard,  during  the  campaign,  in  a  speech  delivered  on 
October  4,  1992,  then  Governor  Clinton  expressed  a  number  of 
concerns  regarding  NAFTA.  Although,  we  know  that  this  speech  was 
not  intended  to  be  a  comprehensive  compilation  of  all  the  problems 
with  the  agreement,  it  bears  recalling  here  today,  particularly 
with  respect  to  those  matters  which  are  the  subject  of  this 
hearing.  The  following  is  an  outline  of  several  pertinent  passages 
from  that  speech. 

general  Approach  Tp  Trade 

With  respect  to  the  overall  concept  of  how  to  judge  trade 
agreements  then  Governor  Clinton  said  : 

"As  we  move  toward  free  trade,  we  must  always  remember  why 
we're  doing  it  —  tp  help  the  working  men  and  women  of  America." 

Iifil2Q£ 

with  respect  to  labor,  Governor  Clinton  noted: 

"There  are  apparel  workers,  fruit  and  vegetable  farmers, 
electronic  workers,  auto  workers  who  are  at  risk  no  only  of  short- 
term  dislocation,  but  of  permanent  damage  if  this  agreement  is  not 
strengthened  and  improved." 

He  called  for  enhanced  worker  retraining.  Also  then  Governor 
Clinton  spoke  out  against  two  specific  provisions  in  the  current 
NAFTA  text: 

First,  he  said:  "[W]e  have  to  make  sure  this  agreement's 
provisions  allowing  foreign  workers  to  cross  our  borders  are 
properly  implemented.  We  have  to  assure  that  certain  professional 
workers  aren't  brought  in  here  as  strike  breakers." 
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Second,  he  cautioned  against  the  provieion  in  the  current 
NAFTA  text  that  allows  "Mexican  truckers  to  drive  in  the  United 
States  without  having  to  satisfy  all  the  U.S.  safety  and  training 
standard*. " 

Consumer  Safety 

With  respect  to  NAFTA  and  consumer  safety,  Governor  Clinton 
called  for  "strict  application  of  American  pesticide  requirements 
to  imported  food." 

Democratic  Proceasee 

with  respect  to  NAFTA  and  its  effect  on  U.S.  sovereignty  and 
democratic  processes,  Governor  Clinton  noted  that  "the  current 
agreement  contains  no  mechanism  for  public  participation  in 
defending  challenges  to  American  laws  if  we  apply  our  environmental 
laws  against  Mexican  products,  or  in  bringing  challenges  to  the 
practices  of  other  parties." 

He  further  stated  that  "the  new  Congress  should  pass 
legislation  to  provide  for  public  participation  in  crafting  our 
position  and  ongoing  disputes,  and  to  give  citizens  the  right  to 
challenge  objectionable  environmental  practices  by  the  Mexicans  or 
the  Canadians. " 

Again,  I  recall  these  statements  for  you  not  because  this 
particular  speech  is  a  treatise  on  all  the  problems  with  NAFTA, 
cleary  it  is  not.  But,  the  natters  addressed  in  that  speech  in 
North  Carolina,  at  least,  point  in  the  right  direction  with  regard 
to  the  subjects  that  concern  this  hearing.  Certainly,  the  general 
barometer  of  whether  any  NAFTA  is  acceptable  —  in  the  words  of 
then  Governor  Clinton  —  does  it  "help  the  working  men  and  women  of 
America"  — seems  to  me  as  appropriate  a  standard  as  any  by  which  to 
measure  its  acceptability. 

From  where  we  sit  —  representing  over  one  million  working  men 
and  women  —  the  NAFTA  text  negotiated  by  the  previous 
administration  fails  to  meet  that  standard. 

MEXICAN  DEVELOPMENT  STRATEGY  AND  THE  NAFTA 

NAFTA  has  to  be  evaluated  in  the  context  of  the  particular 
development  strategy  that  Mexico  has  adopted.  That  strategy  is 
based  on  attracting  private  foreign  investment  for  the  purpose  of 
serving  export  markets  in  high-growth  high-technology  content 
sectors.  A  vast  majority  of  U.S.  direct  investment  in  Mexico  is 
for  export-oriented  production,  targeted  for  the  U.S.  market. 

The  Mexican  government's  development  model  is  also  based  on  an 
explicit  policy  of  concentrating  the  gains  from  growth  in  a  narrow 
segment   of   Mexican   society.     The   Salinas   government   has 


84 


deliberately  kept  wages  down  for  the  vast  majority  of  Mexican 
workers.  It  has  been  estimated  that  average  real  wages  in  Mexico 
have  declined  50  percent  since  1982).  This  has  been  accomplished 
through  the  use  of  force  and  intimidation  and  through  government 
control  of  the  principle  bargaining  agents,  (see  Journal  of 
Commerce,  February  28,  1992,  "Prominent  Union  Leader  Arrested  in 
Midst  of  contract  Negotiations")  , 

If  Mexico  were  pursuing  a  development  strategy  based  on 
widening  and  deepening  its  own  market  by  disseminating  the  gains 
from  growth,  and  if  a  preponderance  of  new  investment  in  Mexico  was 
targeted  at  the  Mexican  domestic  market,  NAFTA  negotiations  and  our 
critique  of  them,  might  have  a  very  different  character. 

Unfortunately,  this  is  not  the  case. 

The  current  NAFTA  text  will  result  in  fewer  jobs,  at  lower 
wages.  It  will  undermine  our  current  food  safety  standards, 
providing  less  protection  in  the  area  of  public  health,  when  we 
should  be  seeking  to  provide  more.  It  will  subtly  subtract  from  our 
democratic  processes  and  enhance  the  power  of  unelected 
international  bureaucrats.  It  will  drive  a  further  wedge  between 
those  disaffected  Americans  and  the  instrumentalities  of  power,  in 
what  is  clearly  a  critical  moment  in  the  history  of  our  country. 

I.  The  American  Economy i  A  Backdrop  To  NAFTA 

As  we  consider  the  concerns  of  working  families,  it  is 
necessary  for  us  to  place  their  legitimate  fears  about  NAFTA  in  a 
proper  economic  context. 

Last  year's  admission  by  former  Secretary  of  Labor  Lynn  Martin 
that  150,000  jobs  could  be  lost  as  a  result  of  a  NAFTA  certainly 
sounded  the  alarm  bells  for  working  men  and  women  whose  jobs  are  at 
stake.  The  former  Secretary's  assumption  that  workers  who  lose 
those  jobs  would  somehow  move  on  to  higher-skill,  higher  paying 
employment  opportunities  is  unsupported  by  recent  economic 
experience. 

According  to  the  Bureau  of  Labor  Statistics,  during  the  decade 
of  the  1980's  manufacturing  jobs  declined  from  21  million  to  19 
million.  When  unemployed  manufacturing  workers  finally  found  other 
jobs,  they  were  forced  to  take  a  10  percent  pay  cut  in  their  real 
weekly  earnings.  Others  were  not  so  lucky.  Significant  numbers  of 
workers  failed  to  find  a  job  for  five  years  after  their  initial 
displacement.  Approximately  one-half  left  the  labor  force 
entirely.  (see  Podgursky,  Michael.  "Estimated  Losses  Due  to  Job 
Displacement:  Evidence  from  the  Displaced  Worker  Surveys."  Paper 
prepared  for  the  Economic  Policy  Institute,  Washington,  D.C.,  April 
1991) 
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Incredibly,  a  recant  story  published  in  the  M^"  "iory.  Tiaaa 
casts  doubt  upon  this  assessnent.  (NYT,  Feb.  22,  1993,  cited  above, 
and  attached  hereto)  It  now  appears  that  major  supporters  of  NAFTA 
believe  that  it  could  result  in  a  net  decline  in  U.S.  employment  in 
the  lonq  term.  According  to  the  article  entitled  "Trade  Pact  Job 
Gains  Discounted": 

"Tba  tvo  most  influential  aaadeisio  experts  o& 
the  North  Aserioan  Free  Trade  Agreeaant,  whose 
foreoaats  of  short-tern  job  gains  were  heavily 
oited  by  the  Bush  Adainlstration  at  Congressional 
hearings  and  news  conferences  pronoting  the  pact 
last  year,  have  oonoluded  that  any  net  increase 
la  job  gains  would  evaporate  after  15  to  20  years. 

The  two  experts,  oary  c.  Hufbauer  and  Jeffrey  J.  Sohott, 
who  are  both  senior  fellows  at  the  institute  for 
Znternational  Boononios  here,  have  not  included 
this  conclusion  in  their  new  book  on  the  paot, 
although  they  do  aention  that  the  short-tera  gains 
■ay  not  be  pemanent." 

Much  of  the  political  support  for  NAFTA  has  been  based  on  an 
assumption  that  it  will  somehow  be  an  engine  for  high-wage,  high- 
skilled  jobs. 

In  the  words  of  then  Governor  Clinton  speaking  in  North 
Carolina  on  October  4,  1992: 

"It  is  in  that  context  that  we  have  to  look  at  this  North 
American  Free  Trade  Agreement. . .Will  it  help  us  to  develop  a  high 
wage,  high  growth  economy  here  at  home?" 

Again,  let's  set  this  question  in  context  by  looking  at  the 
current  forecast  for  the  U.S.  economy  without  factoring  in  the 
effects  of  NAFTA. 

According  to  the  Department  of  Labor,  over  21  million  of  the 
new  non-farm  jobs  which  are  expected  to  be  created  by  the  year  2005 
are  in  low-wage  occupations.  Jobs  such  as  nurses  aides  and 
janitors  are  among  the  low-paying  jobs  that  comprise  nine  out  of 
ten  of  the  largest  currently  foreseen  employment  growth 
opportunities. 

Clearly,  high  wage  jobs  —  in  the  context  of  our  recent 
economic  policies  —  are  not  expected  to  materialize,  based  on 
current  projections. 

If  this  is  true,  then  one  has  to  ask  what  is  it  about  a  NAFTA 
that  will  somehow  inject  into  our  economy  high-wage,  high  skill 
jobs  to  replace  those  manufacturing  jobs  that  will  surely  be  lost? 
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The  answer  is  absolutely  nothing I  This  argument  that  NAFTA 
will  promote  high-wage,  high  skill  jobs  is  a  myth. 

Significantly,  major  supporters  of  NAFTA,  such  as  Mr.  Hufbauer 
--  whom  I  have  the  pleasure  of  testifying  with  here  today  —  agree 
with  this  conclusion. 

In  his  most  recent  work  published  by  the  Institute  for 
International  Economics  entitled  NAFTA t  An  Assessment.  Mr.  Hufbauer 
writes: 

"...[T]here  is  no  ovsrall  tendency  for  U.S.  exports  to  Mexico  to 
support  hlgb-akilled  D.8.  jobs...." 

Thus,  both  NAFTA  critics  and  NAFTA  supporters  agree  that  a 
major  part  of  the  political  rationale  used  to  explain  and  justify 
NAFTA  —  that  it  would  somehow  be  an  incubator  for  high-wage,  high- 
skill  jobs  —  is  simply  unsupported  by  the  facts. 

So  that  leaves  you  members  of  Congress  (and  the  rest  of  us 
citizens)  trying  to  develop  other  strategies  for  the  generation  of 
new  high  wage  employment  as  our  nation  moves  toward  the  21st 
century.   Clearly,  NAFTA  is  not  going  to  do  it. 

II.  Economic  Studies  Concerning  NAFTA 

Still,  NAFTA  supporters  claim  that  our  working  families  will 
reap  benefits  from  this  executive  agreement.  Yet,  their  studies 
(as  noted  in  a  variety  of  reports  published  by  the  Economic  Policy 
Institute,  and  the  Econonic  Strategy  Institute)  are  generally 
flawed  because  they  rely  on  fundamentally  unsound  assumptions:  a) 
full  employment  (e.g.  the  International  Trade  Commission  analysis 
of  NAFTA;  b)  or  no  net  Investment  shift  from  the  United  States  to 
Mexico,  e.g.  the  Institute  for  International  Economics).  They 
assume  perfect  markets  in  which  supply  always  equals  demand,  and 
everyone  who  loses  a  job  finds  one  immediately  in  another  industry. 
Or,  or  they  assume  a  priori  that  Mexico  and  the  United  States  will 
both  benefit  from  an  upsurge  of  U.S.  investment  in  Mexico.  As 
noted  by  Jeff  Faux  and  Thea  Lea  of  the  Economic  Policy  Institute 
"Not  surprisingly  the  models  then  conclude  that  there  are  benefits 
for  both  nations."  (See  EPI  report  entitled  "The  Effect  of  George 
Bush's  NAFTA  On  American  Workers:  Ladder  Up  or  Ladder  Down", 
October  5,  1992) 

NAFTA  supporters  postulate  that  under  the  theory  of 
"comparative  advantage"  Mexico  has  a  comparative  advantage  in 
agricultural  goods,  low-technology  and  labor  intensive 
manufacturing.  The  U.S.  has  a  comparative  advantage  in  capital- 
intensive  products  (such  as  envelopes) .  Therefore,  the  theory  says 
that  we  can  trade  our  envelopes  to  Mexico,  for  example,  and  they 
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can  tra(S«  anything  In  labor  Intanaive  nanufaaturing,  to  u«,  and  we 
both  go  home  happy.   So,  the  theory  goes. 

If  the  theory  is  correct,  then  the  U.S.  should  only  experience 
the  loss  of  low-wage,  low-skill  jobs  to  Mexico,  while  retaining, 
and  even  increasing  its  high-skill,  high-wage  employment  in  order 
to  meet  the  employment  needs  of  those  displaced  in  the  low-wage 
occupations. 

But  again,  this  assessment  is  based  on  certain  assumptions 
that  do  not  square  with  the  way  the  world  works.  Because  capital 
and  technology  are  mobile,  advantages  in  trade  cannot  be  assumed  by 
virtue  of  advantages  in  capital  and  technology.  These  can  leave  the 
country  of  origination. 

The  experience  of  the  last  decade  offers  a  striking  example. 
In  the  19808  the  United  States  not  only  lost  low-wage  low-skill 
jobs  to  Mexico,  it  also  experienced  a  deterioration  in  its  high- 
wage,  high  skill  base. 

A  recent  study  by  the  Economic  Policy  Institute  is 
instructive.  According  to  the  authors  of  the  report  entitled 
"Manufacturing  Employment  In  North  America:  Where  the  Jobs  Have 
Gone": 

"About  three-quarters  of  the  manufacturing  jobs  which  have 
moved  [to  Mexico  in  the  period  studied,  1986-89]  have  been  in  the 
electronics  and  motor  vehicle  industries,  in  which  wages  are 
either  close  to  average  or  well  above  average." 
(EPI,  Robert  Blecker  and  William  Spriggs,  July  24,  1992) 

of  course,  the  automobile  industry  is  capital  intensive,  and 
in  theory  should  remain  in  the  United  States,  while  the  electronics 
industry  is  "high-tech"  which  should  provide  the  U.S.  with  a 
comparative  advantage.  Yet,  according  to  Blecker  and  Spriggs  the 
theory  fails  to  stand  up  against  recent  economic  experience. 

In  fact,  60  percent  of  the  work  in  the  Macquiladoras  is  in 
high-tech,  high-skill  sectors  --  electronics  and  transportation 
equipment  —  as  corporations  employing  state  of  the  art  robotics 
and  other  advanced  manufacturing  equipment  take  advantage  of  cheap 
labor  and  lax  environmental  and  worker  safety  standards.  (See 
Gregory  K  Schoepfle,  "U.S. -Mexico  Free  Trade  Agreement:  The 
Macquilazation  of  Mexico?",  Bureau  of  International  Affairs  mimeo, 
U.S.  Department  of  Labor,  April  18,  1990) 

Moreover,  the  electronics  and  automobile  industries  --  in 
which  employment  is  increasing  in  Mexico  are  ones  in  which  U.S. 
employment  has  been  on  the  decline.  As  reported  by  EPI,  there 
already  appears  to  be  a  shifting  of  production  to  Mexico  and  away 
fro«  the  United  States.   (see,  Blecker  and  Spriggs,  above) 

Nevertheless,  supporters  of  NAFTA  have  claimed  that  as  Mexican 
productivity  grows,  Mexican  wages  will  increase  thereby  off-setting 
any  advantage  in  terms  of  wages  costs. 
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But,  this  Is  contradicted  by  tha  Blscker  and  Spriggs  report 
cited  above.   The  authors  of  the  report  etate: 

"Although  Mexican  productivity  has  come  closer  and  closer 
to  American  productivity  levels  in  these  industries 
[autoaobilas  and  electronics]  Mexican  wages  have  remained 
far  lower.  Thus,  Mexico  has  acquired  an  enormous  competitive 
advantage  in  unit  labor  costs  (wages  relative  to 
productivity)."   (see,  Blecker  and  Spriggs,  above) 

In  addition,  a  University  of  California  study  found  that 
workers  in  a  Mexican  automobile  plant  whose  productivity  had  risen 
to  80  percent  of  U.S.  levels  were  still  paid  at  wages  reaching  only 
6  percent  that  of  the  United  States,  (cited  by  Walter  Russell  Head 
in  "The  Low-Wage  Challenge  to  Global  Growth:  The  Labor  Cost- 
Productivity  Imbalance  in  Newly  Industrialized  Countries",  EPI, 
1991) 

Yet,  assume  for  a  moment  that  NAFTA  supporters  are  right,  and 
that  NAFTA  can  be  a  good  deal  for  workers.  Under  the  operative 
theory  of  comparative  advantage  this  would  in  part  be  based  on  the 
assumption  that  Mexico  will  continue  to  import  large  amounts  of 
capital  equipment  from  the  United  States.  However,  this  perversely 
appears  to  rely  on  the  further  assumption  that  Mexico  will  not 
progress  to  the  point  where  they  can  upgrade  their  capital  and 
technological  base  and  export  the  very  goods  produced  as  a  result 
of  the  export  of  capital  equipment  from  the  United  States,  (see, 
Faux  and  Lee,  above) 

This  is  belied  by  recent  experience.  As  previously  noted, 
Mexico  continues  to  expand  its  productive  capacity  in  higher  value- 
added  goods  such  as  autoaobiles.  (see,  Blecker  and  Spriggs,  above) 

III.   The  Current  NAFTA  Text;   Some  Concerns  For  Labor 

As  the  title  of  this  section  suggests,  I  will  not  purport  to 
treat  exhaustively  every  concern  that  working  people  have  with  this 
agreement.  I  will  leave  that  to  the  AFL-CIO  to  articulate  as  the 
representative  of  all  affiliates  in  organized  labor.  Rather  I  will 
target  for  you  some  of  the  problems  which  the  current  negotiated 
text  carries  for  working  nen  and  women  represented  by  the  UFCW. 

1.   NAFTA  Contains  Guarantees  For  Investments 
But  Not  For  Labor  Or  The  Environment 

First,  the  UFCW  Is  concerned  that  the  current  text  emphasizes 
security  of  investment  over  security  of  employment.  The  reason  for 
this  is  that  NAFTA  is  really  about  guarantees  for  investments,  to 
whom  Investments  will  flow,  and  the  nature  of  tha  production 
generated  thereby. 
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It  i»  tilling  that  in  NAFTA*  Xrtlol*  102,  "Objeotiv**", 
explicit  Mention  is  Bade  of  the  security  of  investment,  and 
protection  and  enforcement  of  Intellectual  property  rights.  But, 
there  is  no  equivalent  language  guaranteeing  environmental  or  labor 
standards.    The  UFCW  believes   that   this  approach  must   be  changed. 

In  this  regard,  it  should  be  noticed  that  the  AFL-ClO's 
Executive  Council  issued  a  statement  on  February  17,  1993  which 
urged   the   following: 

"A  measure  whereby   infractions  of    labor  rights   or  workplace 
standards  can  be  enforced   by   trade  actions.      Areas  to  be 
addressed  include  the  right  to  organize  and  bargain 
collectively,   the  establishment  of  strong  workplace  health 
and  safety  standards,    appropriate  minimum  wage   structures, 
the  elimination  of  child   labor,    a  prohibition  on   forced 
labor,    and  guarantees  of   non-discrimination   in   employment." 
(see   attachment) 

Why   is  this   important? 

This    is    important   because   despite   the  macroeconomic  reports 

cited  by  supportere  of  NAFTA  that   there  will  not  be   a  net  loss  of 

jobs  to  Mexico  or  downward  pressure  on  wages  in  the  United  states, 

employer    polling     (as    well     as     other    economic    studies)  reveals 
exactly  the  opposite. 

The  Wall  Street  Journal's  own  survey  of  business  executives 
demonstrated  what  every  working  person  in  this  country  already 
suspected.  One  quarter  of  the  455  U.S.  business  executives  polled 
freely  admitted  that  they  will  use  NAFTA  to  bargain  down  wages. 
Forty  percent  stated  that  they  are  likely  to  shift  some  portion  of 
production  to  Mexico  if  Congress  passes  implementing  legislation 
for  a   NAFTA.    (WSJ,    September   24,    1992) 

The   importance  of  guarantees   for   labor  is  evident. 

Yet,  negotiators  for  the  Bush  administration  specifically 
rejected  the  principle  that  any  meaningful  provisions  governing 
labor  or  environmental  standards  be  included  in  the  agreement,  even 
though  an  agreement  of  this  kind  between  such  disparate  economies 
and  societies  has  never  before   been  negotiated. 

By  way  of  comparison,  when  Ireland,  Portugal,  Spain  and  Greece 
joined  the  European  Economic  Community,  their  per  capita  incomes 
wore  roughly  one-quarter  of  the  rest  of  the  EEC.  The  Mexico-U.S. 
ratio  is  one-tenth.  Before  they  could  join  the  EEC,  those 
countries  had  well-established  diverse  democracies  with  independent 
labor  movements,  in  contrast  to  the  state-control  traditions  of 
Mexico.  Indeed,  their  accession  to  the  EEC  was  delayed  until  the 
stability  of  acceptable  political  systems  was  well-established  in 
those  countries. 
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Theaa  countrl**  w«r«  required  to  in»titut«  and  solidify  the 
democratization  of  their  governments  and  political  life,  and  to 
cowmit  themselves  to  a  program  of  upgrading  their  labor  and 
environmental  standards  to  EEC  levels.  The  EEC  also  created  a 
special  social  fund  to  assist  in  their  economic  and  social 
development.  In  1992  alone,  $23  billion  was  allocated  for  this 
purpose.  To  date,  over  $100  billion  has  been  set-aside  for  this 
effort. 

In  short,  increased  economic  integration  between  these  poorer 
neighbors  and  the  rest  of  the  EEC  does  not  rely  soley  on  trade 
relations,  but  has  been  accompanied  by  an  extensive  and  continuing 
program  extending  from  the  political  to  the  domestic  and  social 
policy  areas.  The  current  negotiated  NAFTA  text  has  done  none  of 
this. 

As  a  result,  NAFTA  will  negatively  affect  almost  every 
industry  where  our  members  are  employed.  The  following  are 
illustrative: 

FOOD  MANUFACTURING 

a.  Fruits  and  vegetables 

Northern  Mexico  has  benefitted  from  a  shift  of  fresh  and 
frozen  vegetable  production  from  California's  Central  Valley. 
High-tech  U.S.  food  processors  have  exported  their  vegetable 
growing  know-how  to  irrigated  areas  in  northern  Mexico  and  assisted 
local  farmers  in  supplying  produce  to  the  U.S.  In  some  cases, 
produce  is  shipped  from  Mexican  farms  to  wholesalers  on  the  U.S. 
side  of  the  border  who  re-pack  the  goods  so  that  their  origin 
cannot  be  determined  once  they  reach  the  supermarket. 

This  technology  transfer  process  that  has  been  so  successful 
for  fresh  produce  is  likely  to  operate  for  other  food  sectors,  meat 
processing  in  particular. 

b.  Beef,  Poultry  and  Pork 

1.   NAFTA  Will  Encourage  Future  Meat  Exports  From 
Mexico  To  The  United  States 

Today,  Mexico  is  a  net  exporter  of  feeder  cattle  to  the  United 
States.  At  present,  pork  and  poultry  products  cannot  be  exported 
to  the  U.S.  except  in  heat-processed  form  because  of  the  presence 
of  swine  influenza  and  Newcastle  disease  among  chickens.  This 
situation  could  change  significantly  as  U.S.  multinationals  bring 
their  expertise,  along  with  their  investment,  to  Mexico. 
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Th«  major  contribution  of  NAFTA  in  changing  the  economics  of 
the  livestocX  and  meat  trade  is  the  elimination  of  current  Mexican 
quotas  and  tariffs  on  imports  of  feed  grains  from  the  United 
States.  NAFTA  also  eliminates  the  Mexican  prohibition  on  importing 
corn,  oats,  and  barley  for  animal  feed.  This  represents  a 
revolutionary  change  in  Mexican  agricultural  policy,  allowing  the 
import  of  relatively  cheap  grain  from  the  United  States.  The  high 
cost  of  feed  grain  has  been  a  major  barrier  to  the  expansion  and 
development  of  a  modern  livestock  sector  in  Mexico. 

Once  Mexico  frees  up  the  import  of  grain,  it  will  make  sense 
to  raise  livestock  and  slaughter  it  in  Mexico  for  export  to  the 
United  States. 

Indeed  the  danger  of  NAFTA  arises  from  Mexico's  ability  to 
shift  from  exporting  live  cattle,  to  exporting  meat.  Several  key 
NAFTA  provisions  make  this  danger  very  real. 

FIRST;  NAFTA  eliminates  the  import  quotas  provided  for  in  the 
U.S.  Meat  Import  Act.  Incredibly,  the  U.S.  has  not  negotiated  any 
other  safeguard  protection  for  any  of  our  meat  sectors.  In  fact, 
MA7TA  inoludes  m  specific  commitaent  that  the  parties  shall  not 
•••k  ''a  voluntary  restraint  agraeasnt. .  .with  raspaot  to  tha 
asportation  of  aiaat." 

In  other  sectors,  such  as  autos  and  steel,  the  U.S.  has  found 
such  voluntary  restraint  agreements  to  be  extremely  helpful  in 
stabilizing  industries  and  permitting  them  to  move  forward,  when 
they  came  under  pressure  from  surging  imports.  In  this  agreement, 
the  U.S.  has  explicitly  given  up  the  use  of  this  tool,  specifically 
for  neat. 

SECOND;  NAFTA  provides  an  important  guarantee  for  the  security 
of  foreign  investment  in  Mexico.  This,  together  with  the  on-going 
regulatory  relaxation  being  pushed  by  the  Salinas  government, 
eliminates  the  most  important  barrier  to  U.S.  firms  investing  in 
production  capacity  in  Mexico  —  namely  fear  of  expropriation  and 
being  treated  as  "second  class"  business  citizens.  Of  course,  it 
will  be  the  largest  multinational  U.S.  firms  that  will  most  easily 
take  advantage  of  this  opportunity,  but  that  is  precisely  who  now 
dominates  the  beef,  poultry  and  pork  sectors  in  the  United  States. 

»  THIRD;  As  already  mentioned,  NAFTA's  liberalization  of  exports 
of  feedgrains  to  Mexico,  and  the  end  of  Mexico's  prohibition  on  the 
feeding  of  corn  to  livestock  is  a  critical  factor.  With  this 
barrier  removed,  other  economic  forces  --  labor  costs  and 
productivity  —  come  in  to  play. 

FOURTH !  In  meatpacking,  after  the  cost  of  livestock  itself, 
production  labor  is  the  single  most  important  cost  of  production. 
The  unit  cost  is  a  combination  of  hourly  labor  cost  plus 
productivity. 


92 


U.S.  vftg«s  and  benefits  arft  likely  to  b*  at  least  tan  tiaas 
greater  than  in  Mexico.  Conclusive  figures  are  hard  to  coma  by  in 
this  area,  given  changing  exchange  rates,  differing  compensation 
packages  in  the  two  countries,  and  proprietors'  and  managers' 
caution  in  divulging  information  in  this  area.  However  surveys  in 
other  sectors  report  differentials  as  high  as  16: i. 

fIFTH;  With  respect  to  productivity,  it  is  lower  in  Mexican 
packing  plants  than  in  the  United  States.  However,  as  direct 
foreign  investment  increases,  so  will  productivity.  Moreover,  the 
Mexican  government  has  instituted  an  on-going  program  of 
consolidation  and  modernization.  This  will  contribute  to  a 
substantial  labor  cost  advantage  for  meatpacking  in  Mexico. 

SIXTH;  Another  factor  which  is  key  to  increased  Mexican 
exports  of  meat  to  the  United  States  is  the  land  transport 
provision.  At  present,  land  transport  costs  from  feedlots  and 
packing  plants  in  Northern  Mexico  which  may  be  as  much  as  500  miles 
south  of  the  border  are  prohibitive.  However,  the  NAFTA  permits 
Mexican  drivers  and  trucking  companies  to  drive  from  the  point  of 
origin  in  Mexico  to  their  destinations  in  the  U.S.  and  Canada  under 
Mexican  wages  and  labor  laws.  This  will  permit  delivery  at 
substantially  lower  cost  than  if  goods  were  trucked  by  U.S. 
operators  or  had  to  change  carriers  at  the  border  as  is  now  the 
case. 

SEVENTH ;  The  current  negotiated  text  is  likely  to  affect 
workers  in  the  meat  and  poultry  industry  in  yet  another  way.  The 
important  breakthrough  in  opening  Mexico  to  U.S.  and  Canadian  grain 
exports  is  widely  recognized  as  likely  to  displace  substantial 
numbers  of  subsistence  farmers,  particularly  in  Mexico's  northern 
states.  Estimates  of  the  total  numbers  likely  to  be  displaced  run 
as  high  as  5  million  people,  since  the  imports  are  coming  on  the 
heels  of  the  reform  of  the  ejido  land  tenure  system,  which  is  also 
likely  to  move  people  off  the  land. 

Even  the  most  optimistic  estimates  of  increased  employment  in 
food  processing,  through  Mexico's  expansion  of  the  modern  livestock 
sector  and  fruit  and  vegetable  processing,  agree  that  these  sectors 
will  be  able  to  absorb  only  a  fraction  of  the  displaced  workers. 

According  to  the  Institute  For  International  Economics'  latest 
report  on  NAFTA  (cited  above)  there  will  be  continuing  pressure  in 
future  yeeurs  for  increased  immigration.  The  authors  state: 

"Over  three  or  four  decades.  Mexican  per  capita 
income  [assuming  NAFTA)  might  reach  half  the  U.S. 
level,  and  this  gain  would  substantially  ease  and 
perhaps  even  eliminate  pressures  within  Mexico  to 
emigrate." 

This  is  significant  because  another  of  the  myths  under  which 
NAFTA  has  been  cloaked  is  that  it  will  somehow  lead  in  the  short 
order  to  lower  Immigration  from  Mexico  to  the  United  States.  Now, 
we  are  told  that  this  is  not  so. 
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NAFTA  will  permit  Mexico  to  become  a  preferred  eicporter 
of  sugar  to  the  United  States,  outside  the  present  import  quota 
system,  even  though  it  is  barely  self-sufficient  as  a  producer. 
NAFTA  gives  Mexico  unrestricted  and  unlimited  access  to  the  U.S. 
market.  As  a  marginal  net  exporter,  under  NAFTA  Mexico  would  be 
able  to  supply  all  its  domestic  needs  from  the  cheapest 
international  sources  (most  likely  Cuba)  while  exporting  its 
domestic  production  to  the  United  States. 

EECAIL 

NAFTA  will  create  new  opportunities  for  U.S.  retail  operations 
to  purchase  goods  in  Mexico.  This  is  mostly  the  result  of  specific 
provisions  governing  land  transport  in  the  agreement.  In 
particular,  the  agreement  permits  Mexican  truckers  to  drive 
anywhere  in  the  United  States  or  Canada  as  long  as  they  are 
delivering  "international  cargo"  to  their  ultimate  destination. 
Although  the  agreement  does  not  permit  them  to  pick  up  freight 
outside  Mexico,  this  is  recognized  to  have  little  practical  effect 
since  it  will  be  virtually  impossible  to  enforce.  While  driving  in 
the  United  States  or  Canada  these  truckers  will  be  governed  by 
Mexican  pay  standards. 

This  provision  of  NAFTA  eliminates  one  current  barrier  to 
imports  from  Mexico  that  might  have  been  sensitive  to 
transportation  costs.  As  one  example,  the  recent  decision  by  Lucky 
Stores  to  supply  its  floral  operations  from  a  new  plant  being  built 
70  miles  south  of  San  Diego,  will  take  advantage  not  only  of  the 
low  cost  of  direct  labor,  but  after  the  agreement  is  in  effect,  it 
will  also  benefit  from  lower  transportation  coats.  In  other  words, 
the  present  cost  advantage  of  Mexican  maquiladoras  and  any  future 
Mexican-based  operations  producing  for  the  U.S.  market,  will  be 
further  increased  by  the  new  transportation  cost  advantage. 

Therefore,  Mexican  sourcing  becomes  much  more  attractive  to 
U.S.  retailers  for  a  wider  variety  of  U.S.  consumer  goods.  What 
retail-related  operations,  in  addition  to  floral  will  experience  a 
shift  to  Mexico  as  a  result  of  these  factors  is  difficult  to 
predict,  although  the  preparation  of  portion-ready  meats,  for 
supermarkets  and  restaurants  is  a  likely  candidate.  In  fact  some 
of  this  work  may  already  be  shifting  from  Los  Angeles  to  Mexican 
Maquiladoras. 

SERVICES.  INCLUDING  HEALTH  CARE 

NAFTA' B  provisions  for  international  trade  in  services  and 
temporary  entry  of  business  persons  open  the  door  to  substitution 
of  foreign  nationals  in  U.S.  service  Industries. 
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NAFTA  accvptB  Mexican  certification  of  health  professionals  ae 
did  the  Canadian  FTA  for  Canadians.  Under  the  "Temporary  Entry  of 
Business  Persons"  provision,  Chapter  16,  Mexican  medical  personnel 
are  eligible  for  visa-free  entry  to  the  U.S.  when  employed  by  a 
Mexican  enterprise  operating  in  the  United  States. 

Under  NAFTA,  a  wide-range  of  professionals  are  classified  as 
"business  persons,"  including  registered  nurses.  Under  the 
Canadian  FTA,  nurses  were  brought  in  as  strikebreakers,  under  the 
temporary  entry  provisions. 

Officials  in  the  Bush  Administration's  Department  of  Labor  had 
subaitted  language  to  NAFTA  negotiators  to  deny  temporary  entry 
status  where  a  firm  was  engaged  in  a  labor  dispute  in  the  host 
country.   This  recommendation  was  rejected  by  trade  negotiators. 

The  final  text  provides  at  Chapter  16,  Article  1603,  para.  2, 
page  16-1  as  follows: 

**A  Party  may  (emphasis  added)  refuse  to  issue  an  immigration 
document  authorizing  employment  to  a  business  parson  where  the 
temporary  entry  of  that  person  might  affect  adversely: 

(a)  The  settlement  of  any  labor  dispute  that  is  in 
progress  at  the  place  or  intended  place  of 
employment;  or 

(b)  the  employment  of  any  person  who  is  involved  in  such 
dispute. 

IV.  Food  Safety  Concerns 

In  our  view  the  current  NAFTA  text  embodies  an  attempt  by  the 
previous  Administration  to  create  a  backdoor  means  of  deregulation 
in  the  area  of  food  safety.  Through  NAFTA  the  Bush  Administration 
attempted  to  accomplish  through  international  trade  agreements  what 
it  had  been  unable  to  achieve  through  this  nation's  democratic 
procedure. 

Even  NAFTA  supporters  such  as  Gary  Hufbauer  of  the  Institute 
for  International  Economics  believe  that  NAFTA  could  pose  problems 
in  this  area.  In  his  latest  critique  of  the  NAFTA  Mr.  Hufbauer 
writes: 

"Even  in  the  NAFTA,  however,  a  few  issues  remain 
vague,  particularly  those  relating  to  the  use  of 
harmful  pesticides." 

Thus,  this  natter  bears  careful  congressional  scrutiny. 
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Th*  Unit«d  8tat«a  has  a  highly  davelopad  and  well-established 
system  for  assuring  the  safety  and  purity  of  its  food  supply.  Part 
of  this  system  is  a  clear  and  rigorous  set  of  procedures  for 
developing  and  implementing  food  safety  regulations,  in  which  the 
principal  criterion  is  the  protection  of  public  health.  Trade 
agreements  should  reflect  this,  at  bottom,  by  ensuring  that 
international  standards  are  "floors"  and  not  "ceilings."  There  must 
be  written  into  agreements  —  such  as  NAFTA  and  the  General 
Agreement  on  Tariffs  and  Trade  (GATT)  — a  regime  that  encourages 
countries  to  enact  legislation  as  necessary  to  ensure  the 
protection  of  public  health. 

NAFTA  fails  to  do  this. 

Federal,  state,  and  local  domestic  standards  which  are  more 
protective  than  the  international  standards  adopted  by  NAFTA  are 
forced  to  climb  substantial  hurdles  in  order  to  avoid  being 
declared  illegal  barriers  to  trade. 

The  standards  named  in  NAFTA  are  those  of  the  Codex 
Alimentariue,  a  Rome-based  body  whose  standards  are  less  strict 
than  U.S.  standards.  For  example,  the  U.S.  prohibits  the  use  of 
DDT,  aldrin,  dieldrin  and  other  highly  toxic  chemicals.  Codex  does 
not.  The  U.S.  bans  the  use  of  any  carcinogen  as  a  food  additive. 
Codex  does  not.  Under  the  Delaney  Clause  of  the  Federal  Food,  Drug 
and  Cosmetic  Act,  no  cancer  causing  pesticide,  color  or  flavor  can 
be  added  to  processed  foods. 

More  specifically,  several  NAFTA  provisions  regarding  food 
safety  standards  threaten  to  undermine  current  U.S.  law  and 
practice  in  this  area. 

The  two  chapters  of  NAFTA  dealing  with  Sanitary  and 
Phytosanitary  (Food  Safety)  Measures  (Chapter  7,  Subchapter  B)  and 
Technical  Barriers  to  Trade:  Standards  Related  Measures  (Chapter 
9)  include  several  provisions  to  which  the  UFCW  objects. 

FIRST;  NAFTA  language  requires  the  standard  setting  process  to 
take  trade  impact  into  account,  It  states: 

"Each  Party,  in  establishing  its  appropriate  level 
of  protection: 

a)  should  take  into  account  the  objective  of 
minimi 8 ing  negative  trade  effects;" 
(Article  715,  3  (a),  page  7-34) 

What  does  this  provision  suggest?  To  the  UFCW  and  others 
it  suggests  that  we  are  to  adopt  a  lower  common  denominator  in 
terras  of  protection  of  public  health.  We  believe  that  this  is  an 
unwise  and  unnecessary  provision  that  will  subtly  deemphaaize  the 
need  for  public  safety  when  weighed  against  its  effects  on  trade. 
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This  also  Imposes  a  competitive  disadvantage  to  products  marketed 
directly  for  U.S.  consumption  as  opposed  to  products  imported  from 
Mexico  or  Canada.  NAFTA  states: 

". .  .where  a  Party  conducting  a  risk  assessment  determines 
that  available  relevant  scientific  evidence  or  other 
information  is  insufficient  to  complete  the  assessment, 
it  may  adopt  a  provisional  sanitary  or  phytosanitary 
measure  on  the  basis  of  available  relevant  American 
standardizing  organizations  and  from  sanitary  or 
phytosanitary  measures  of  other  Parties." 
(Article  715,  4,  page  7-34) 


FOURTH ;  Another  provision  in  NAFTA  could,  for  example,  allow 
U.S.  chemical  manufacturers  that  have  not  been  able  to  obtain 
regulatory  approval  for  certain  products  for  distribution  in  the 
United  States,  to  sell  those  same  products  in  Mexico  for  use  on 
food  exported  back  to  the  United  States  during  the  extensive  review 
period. 

The  pertinent  NAFTA  language  states: 

"A  Party  maintaining  an  approval  procedure  may 
require  its  approval  for  the  use  of  an  additive,  or 
its  establishment  of  a  tolerance  for  a  contaminant, 
in  a  food,  beverage  or  feedstuff,  under  that  procedure 
prior  to  granting  access  to  its  domestic  market  for 
a  food,  beverage  or  feedstuff  containing  that  additive 
or  contaminant.   Where  such  Party  so  requires,  it  shall 
consider  using  a  relevant  international  standard, 
guideline  or  recommendation  as  the  basis  for  granting 
access  until  it  completes  the  procedure." 
(Chapter  7,  Section  B,  Article  717,  para.  4,  p.  7-38) 

Fifth.  NAFTA  sets  up  specific  barriers  which  the  higher  food 
safety  standards  of  the  United  States  must  overcome  or  be  declared 
an  unfair  trade  practice.  For  example,  the  Delaney  clause 
referred  to  earlier  is  based  on  the  judgment  of  our  Congress  that 
our  nation  should  maintain  a  zero-based  tolerance  standard  in  terms 
of  carcinogens  in  our  food.  Yet,  under  the  "risk  assessment" 
provision  of  the  current  NAFTA  text,  such  public  policy  judgments 
would  be  treated  as  an  illegal  trade  barrier. 

SIXTH:  NAFTA  contains  a  catch-all  section  in  its  Annex  20004 
on  "Nullification  and  Impairment"  which  could  subject  consumer 
safety  or  environmental  laws  or  standards  not  addressed  in  the 
NAFTA  to  challenge,  even  if  they  are  consistent  with  NAFTA 
principles.   The  NAFTA  language  states  that  if: 

"...any  Party  considers  that  any  benefit  it  could 
reasonably  have  expected  to  accrue  to  it  is  being  nullified  or 
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Impaired  as  a  raault  of  tha  application  of  any  neasure  that  is  not 
inconsistent  with  this  agre<anient,  the  Party  may  have  recourse  to 
dispute  settlements . ." 

V.   Dewocratic  Processes 

The  UFCW  strongly  believes  that  the  NAFTA  dispute-resolution 
processes  needs  to  be  rewritten  to  reflect  the  concerns  addressed 
in  the  section  related  to  food  safety  (see  points  five  and  six, 
above,  in  the  food  safety  section  of  this  testimony) .  Also  revision 
is  needed  in  the  following  illustrative  areas: 

fjg§I:  Under  Chapter  19  of  NAFTA  non-governmental  entities 
appear  to  be  excluded  from  the  process.    Thus,  they  may  not 
participate  in  the  defense  of  any  U.S.  law  that  may  be  challenged. 
What  this  means  in  the  area  of  labor  rights  is  that  unions  are  not 
granted  standing  to  file  claims  relating  to  their  industries. 

SECOND:  Chapter  19  grants  binatlonal  panels  final  review  over 
U.S.  courts  relative  to  anti-dumping  or  countervailing  duty  claims. 
This  raises  profound  questions  that  go  to  the  heart  of  our  system 
of  government.  The  UFCW  believes  that  ultimate  authority  in  this 
area  should  rest  with  U.S.  courts,  not  with  international  bodies. 

IHIBC:  The  dispute  resolution  procedure  is  fraught  with 
secrecy.  There  is  no  public  access  to  documents  until  the  issuance 
of  the  final  report,  but  only  if  all  parties  agreement.  (Annex 
1903.2,  para.  4,  page  19-19). 

CONCLUSION 

It  should  be  noted  that  this  testimony  does  not  purport  to  be 
an  exhaustive  review  of  all  the  problems  in  NAFTA  in  labor,  the 
environment,  or  food  safety.  A  more  extensive  review  of  labor's 
concerns  with  the  dispute  resolution,  and  other  sections  of  the 
NAFTA,  may  be  found  in  the  Preliminary  Report  of  the  Labor  Advisory 
Committee  on  the  North  American  Free  Trade  Agreement  which  was 
published  in  September  16,  1992  to  which  I  refer  the  members  and 
staff  of  this  committee.  A  more  complete  review  of  the  problems  in 
the  area  of  consumer  safety  and  the  Environment  may  be  found  in 
Public  Citizen's  report:  Why  Voters  Are  Concerned:  Environmental 
and  Consumer  Problems  in  GATT  and  NAFTA,  November,  1992) . 
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Ststamint  by  tha  Aa-CIO  ExMutive  CouncN 
on 

Febaiary  17, 1993 
Bai  Harbour.  FL 

Tha  proposed  North  Amarican  Fraa  Trada  Agreamant,  slgnad  by  Presldarn 
Bush  but  r»t  approved  by  Congress,  would  be  a  dtoaster  for  mliDon*  of  wofWnQ 
people  \n  the  United  States,  Canada  Br\6  MaxJco.  it  ahould  be  rejected  end 
renegotiated  to  advance  the  overall  public  kiterest 

Aa  drafted,  NAFTA  le  an  agreamefrt  based  solely  on  exploitation.  It  would 
destroy  Jobs  and  depress  weges  in  the  U.S.  and  Canada  by  abetting  the  further 
transfer  of  Jobs  to  Mexico.  At  the  same  time,  ft  would  do  nothing  to  uplift  the 
desperately  low  wages  and  harsh  working  oondWone  of  tha  Mexican  people. 

Whila  providing  extensive  protection  for  investors,  the  agreement  ignores  the 
rights  of  working  people,  and  It  would  limit  the  ability  of  governments  to  adopt 
measures  to  promote  emptoyment  and  protect  pubflc  heelth.  safety  and  the 
environment 

We  call  on  the  CHnton  administration  to  negotiate  a  new  agreement  that  will 
stop  the  flight  of  lobs  from  the  U.S.  and  will  alleviate  the  deptorable  conditions  In  me 
maoulladore  areas.  In  order  to  ensure  that  expanded  trade  provides  broadly-baaed 
benefits,  a  renegotiated  NAFTA  should  stand  up  for  worker  rights,  strong  labor 
standards,  consumer  health  and  safety,  and  envlronnoemal  protection. 

In  particular,  we  urge  that  the  next  round  of  negotiations  lead  to  the  Inclusion  of 
the  followi^ng  elements  In  tfie  agreement: 


• 


• 


A  measure  whereby  infractions  of  labor  rights  or  wori<plac8  standards  can 
be  enforced  by  trade  actions.  Areas  to  be  addressed  Include  the  right  to 
organlie  and  bargain  collectively,  the  establishment  of  strong  wori<place 
health  end  safety  standards,  appropriate  minimum  wage  structures,  the 
enmlnatlon  of  child  labor,  a  prohibition  on  forced  labor,  and  guarantees  of 
rwn-dlscrlmlnatlon  In  employment. 

Provlstons  to  address  the  exiatlna  environmental  degradation  of  the 
border  area,  based  on  the  •pofluter  pays'  prlndpla.  as  wefl  aa  Pravteions 
to  permit  trade  actions  to  address  violattona  of  environmental  standards. 

Tougher  rules  of  origin,  so  that  any  benefits  derived  from  ^agreement 
viSl  accrue  to  wort<ers  and  prooucers  Jocated  in  ma  mreo  counoiea. 
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Th«  Immodlata  etimlnBtlon  of  duty-drawback  programs. 

The  Immediate  elimination  of  export  pBrfomianca  requlremanta  and 
Import-Jlcanstng  scMamat. 

The  requirement  that  ai)  intemattonally-traded  Qooda  are  marked  with  their 
country  dl  oriflln. 

Safeguard  provisions  that  protect  U.S.  workers  againat  import  surges. 

The  continuation  of  federal,  state  and  local  'Buy  American"  laws  and 
regulations. 

The  enforcement  of  strict  sanftary  and  phyto-sanltary  standards  with  no 
restriction  on  Improvements  in  those  Btandards. 

The  continuation  of  necessery  federal  and  state  regulations  concerning 
the  provision  of  fir^anclal  and  Insurance  sarvioes. 

Strict  limitations  on  the  temporary  entry'  of  persona  to  provide  services, 
Including  transportation  services,  and  the  fxxjhibttion  of  entry  to  affect  a 
labor  dispute.  Any  temporary  entrant  must  at  minimum,  be  paid  and 
work  under  conditions  prevailing  in  the  host  country. 

A  prohibition  on  transferring  work  or  workers  acnssa  borders  In  the  event 
of  a  labor  dispute,  arid  a  prohibition  on  trade  while  a  labor  dispute  Is  In 
progress. 

The  ability  of  government  to  adopt  standards  and  related  measures  to 
protect  public  safety  or  the  environment 

ftedprocjty  in  tfie  treatment  of  foreign  investment 

Equal  market  access  for  cultural  Industries. 

Safeguards  for  U.S.  automotive  production,  equivalent  to  safeguards 
present  in  Mexico  end  Canada,  and  the  continuation  of  existing  CAFE 
rules. 

Provlstona  that  address  the  needs  of  Import  sensitive  industries,  Including 
but  not  Omited  to  textiles  and  apparel,  electrical  and  etectronic.  glass, 
tuna,  matt,  sugar  and  tight  duty  trucks. 
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i^F^rec^ters  Sec  Just. 
HA  Short-'Term  Rise  " 

By  KEITH  BRAPSHEII 

■•■ju  '  '  '  '   l»nMi*TteNmY«itTMW 

WASHINGTON,  Feb.  31  -  The  two 
nox  tn/luentMl  tudealc  experts  on 
the  North  AmericM  Free  Trade 
,  Agreement,  wtwse  forecaiti  of  short 
term  Job  gabu  were  he«vfly  cited  by 
'  the  Buih  Admtnlstraikm  it  Cpngre*- 
8k)n«l  hearings  and  newi  conference* 
promoUttji  the  p««  U«t  y»«r.  hive 
conchi(Jeflthat  any  net  Uktvm^  In  Job 
gains  wouJil  evaporate  a/ier  15  to  20 

The  two  tuqperu,  Gary  a  Hufbtuer 
tnd  Jeffrey  J.  Schott,  who  are  both 
aenlor  feUowi  at  the  Institute  for  Ii>- 
•  temattonal  Economic*  here,  ha  ve  not 
Included  thli  coicUukni  In  their  new 
book  en  the  pact,  although  they  do 
mention  that  it>e  short-tertn  gain* 
may  not  be  permanent 

Mr.  Schott  uld  the  long-term  estl- 
mate  was  omitted  becauae  It  relJed  on 
many  oomptkated  assumptions  and 
becauw  any  economic  forecast  over 
such  a  long  period  was  unreliable. 
Mr.  Hufbauer  also  said  the  longterm 
assessment  was  omitted  because  the 
book  wu  too  long  and  (he  two  men 
were  In  a  rush  to  pubUsh  H.  The  book 
also  mentions  that  the  agreement's 
lonrterm  effect  on  Job*  Utnslgntfi- 
cant  compared  to  the  effects  of 
broader  economic  trends. 

WhUe  Bush  offlcUls  relied  extco- 
slvety  on  the  Hufbaue^$chott  data, 
the  ainton  Administration.  Which  has 
endorsed  the  pact  contingent  on  core- 
pletlon  of  three  supplentental  agree- 
ments with  Mexico,  does  not  che 
them. 
Poreeasu  >7t^  Jobs  by  IWf 

The  hook,  "NAFTA:  An  Assess- 
'  meni"  (Institute  for  International 
Economics),  was  released  on 
Wednesday,  It  repeated,  wKh  little 
change,  the  two  men'*  forecast  last 
.year  thai  using  IMO  job  f1|:ure*  a*  ii 
use  (he  pact  would  produoe  a  net 
gain  of  about  176,000  Job*  In  the  UdK; 
•d  State*  by  1M&  , 

/    The  hmg-term  conclusion  came  to 
H'light  because  Mr.  Hufbauer  appeared 
on  a  panel  of  trade  experts  last  month 
at  ■  luncheon  orcanlted  by  the  Worn* 
en's  Nathmal  Democratic  Qub.  He 
distributed  what  was  then  a  prelimi- 
nary table  from  the  book  estimating 
.  that  increased  trade  from  the  pact 
Would  provide  lobs  for  Sl8,e00  Amerti' 
;:  cans  by  the  year  »10  and  thai  these 
"  workers  would  be  producing  goods 
tor  extra  exporu  to  Mexico  that 
wouM  not  be  possible  without  the 
reduction  of  trade  barriers  fw*»H.^*««t_ 
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Wgcting  for  the  N«Uii«  of  Tbcngnoar^ 

NATIONAL  WILDLIFE  FEDERATION 

1400  SlxtMnth  Stntt,  N.W.,  WajhIngUsn.  DC  20036-2266    C202)  797-6ft00 


TESTIMONY  OF  STEWART  J.  HUDSON 
ON  BEHALF  OF  NATIONAT.  WILDLIFE  FEDERATION. 

BEFORE  THE  SUBCOMMITTEES  ON 

ECONOMIC  POUCY,  TRADE  AND  ENVTRONVfENT. 

AND  WESTERN  HEMISPHERE  AFFAIRS. 
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WWdng  tor  th«  HtOat  of  Tonxjnw*, 

NATIONAL  WILDLIFE   FEDERATION 

1400  Sixteenth  Street.  N.W.,.W»fhin»ton,  D.C.  2O03&-2266    (202)  797-«600 


Good  morning  Mr.  Chairman.  I  am  Stewart  J.  Hudson,  L^'alattve  Representative  &s  the 
International  Programs  Division  of  the  National  Wildlife  Pedcratioa.  The  Federation  is  flie 
nation's  largest  private  conservation  orgam2ation  with  over  5.3  millioa  members  and  supportea, 
dedicated  to  the  wise  management  of  na&iral  resources  and  protectiai  of  the  global  environment 

I  appreciate  the  opportimity  to  testify  today  on  envitoamental  conceiQS  related  to  the  North 
American  Free  Trade  Agreement  (NAFTA). 

On  September  30, 1992,  the  National  WildlLfie  Federation  endorsed  the  environmental  provisions 
of  the  NAFTA  text  We  cfrntiniie  to  stre&<;  that  no  renegotiation  of  the  NAFTA  text  is  needed, 
a  position  we  share  with  the  Ginton  Administration. 

Neveitiieless,  failure  to  negotiate  sapplonental  agreements  on  trade  and  eiiTiroiuneiit  in 
North  America  may  well  lead  to  the  defeat  of  NAFTA.  These  supplemental  enyiromnental 
accords,  building  on  the  provisions  already  In  the  NAFTA  text,  wfll  form  an  integral  part 
of  the  'NAFTA  Package"  that  many  members  of  Congress  eaqpect  as  a  condition  of  its 
support  tor  the  trade  agreement  with  Canada  and  Mexico. 

This  "NAFTA  Package*  consists  of  three  fundamental  pieces.  The  first  is  die  NAFTA  text, 
which  has  been  signed  by  former-President  Bush,  enjoys  the  support  of  President  Clinton,  and 
which  requires  no  major  tiiikering.  The  second  is  die  negotiatioQ  of  environmental  supplemental 
agreements,  which  will  be  the  subject  of  my  testimony.  And  thclast  piece,  which  is  yet  to  be 
fbrmolated,  is  the  implementing  kgislatioiL 

We  believe  that  it  is  on  the  merits  of  the  "NAFTA  Package,"  and  not  just  the  NAFTA  text,  that 
Congress  should  decide  whether  or  not  to  accqjt  the  agreement. 

Policy  for  die  negotiaticHi  of  a  North  American  Commission  on  Eovironment  (NACE)  and  other 
supplemental  environmental  agreements  is  tiie  subject  of  a  recent  National  Wildlife  Federation 
publicadon  titled  "The  North  American  Commission  on  Environment  and  Other  Styplemental 
Environmental  Agreements:  Part  Two  of  tbc  NAFTA  Package. '  In  ilie  interest  of  time,  I  will 
just  highlight  the  major  points  of  this  report,  but  ask  that  the  entire  text  of  flie  publication,  as 
well  as  my  ^ken  testimony,  be  included  in  the  record. 

We  see  the  formation  of  a  NACE  as  instrumental  to  assuring  that  trade  and  environmental 
matters  in  North  America  are  addressed  firom  a  balanced  perspective.  The  NACE's  mission  is 
thus  dxree-fold:  die  greening  of  trade  under  NAFTA;  encouragement  of  trilateral  environmental 
cooperatioa;  and  the  pxomotion  of  sustainable  devek^ment  in  North  America. 
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AS  u  mates  to  trade  m  Noitb  America,  tbe  NACE  bas  several  iJiq)ortBot  fimctioas.  It  should 
be  involved  in  die  lescdotion  of  trade  dLspates  involvliig  envirooment,  serve  as  a  public  Inquiry 
point,  and  act  as  an  investigatory  and  r^Knting  body  on  trade  and  eaviroomeatal  issues  in 
gencraL  The  NACE  must  also  luf/e  a  role  in  overseeing  the  implcmeatatioo  of  NAFTA's 
envirooniental  provisos,  as  well  as  other  NAFTA  articles  such  as  amendmeats  and  accession 
to  theagreemenL 

Perhaps  most  Importantly,  the  NACE  should  be  empowered  to  recommend  trade  sanctions  where 
lax  enforcement,  or  lowering  of  environmental  standards  is  afEecting  trade  between  NAFTA 
Parties.  Sanctions  might  be  seen  as  a  last  resort,  but  what  is  clear  is  that  the  NACE  would 
facilitate  the  mechanisms  for  harmonizing  environmental  standards  in  North  America  for  both 
products  and  production  methods,  and  in  certain  situatiotis,  would  recommend  penalties  when 
Parties  fail  to  meet  such  standards. 

The  NACE  should  maintain  a  roster  of  c^iable  and  impartial  enNironmental  experts,  similar  to 
the  roster  of  trade  experts  created  by  the  NAFTA  Free  Trade  Commission.  Panels  formed  to 
resolve  environmental  disputes  under  the  NAFTA  should  include  a  majority  of  experts  drawn 
from  the  NACE  roster  of  environmental  experts.  This  may  be  the  most  important  means  of 
assuring  an  objective  and  credible  resolution  of  trade  and  environmental  disputes  under  the 
NAFTA.  The  Commission  should  not  be  considered  complete  without  this  new  body  of  experts. 

Another  relevant  concern  is  the  structure  of  such  an  environmental  commission.  The  NACE 
must  have  a  permanent  working  secretariat,  whose  daily  interactions  witii  the  public  and  with 
policy  makers  will  make  it  most  effective.  What  is  clearly  not  accq)table  is  die  idea  that  the 
NAOE  might  merely  be  an  annual  talk-fest  involving  environmental  ofBcials  from  the  three 
NAFTA  countries. 

Also,  the  NACE  mnst  be  headed  by  the  EPA  in  this  country,  with  the  environmental 
agencies  of  Canada  and  Mexico  Icadmg  their  respective  delegations.  Make  no  mistake, 
though,  the  NACE  is  an  environmental  body.  And  though  the  input  and  representation  of 
other  key  agencies  such  as  USTR,  State,  and  Interior  may  be  sought,  the  authority  of  the 
NACE  should  rest  with  EPA. 

The  NACE  Is  one  of  various  supplemoital  environmental  agreements  to  the  NAFTA.  The  other 
agreements,  such  as  diose  on  the  upward  movement  of  standards,  guidelines  for  the  use  of 
process  standards,  technical  amendments  to  the  NAFTA,  and  enforcemeit  and  coverage  of 
environmental  laws,  arc  also  outlined  in  our  accompanying  report. 

One  more  concern  raised  in  Our  report  is  flie  need  for  adequate  funding  for  environmental 
programs  encompassing  pollution  prevention,  clean-up,  and  enforcement  needs.  Some  of  the 
most  visible  funding  needs  are  undeniably  along  the  U.S. /Mexico  border  and  die  calculated  costs 
are  daunting.  One  estimate  from  the  Institute  for  International  Economics  lists  a  price  tag  of  $5 
billion  over  five  years,  and  Greenpeace  estimates  these  costs  may  be  as  high  as  $9  billion. 
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figures  which  presumably  do  not  account  for  NAFTA  driven  clean-i?)  needs  in  die  interior  of 
Mexico. 

In  the  debate  about  ftmding  for  enviroflmental  infirastmcturc  and  clean-up,  we  should  not, 
however,  i^ore  the  complexity  of  problems  whidi  we  share  with  Canada.  Forty-three  toxic 
"hot  spots'  in  the  Great  uies  region  have  been  identified  by  the  International  Joint 
Commission.  Thirty  of  these  are  in  ihe  U.S.,  are  directly  related  to  trade  between  Canada  and 
the  U.S. ,  and  affect  the  environmental  integrity  of  important  fresh  water  resources,  such  as  river 
mouths  and  harbors.  The  Northeast-Midwest  Institute  shows  that  clean-up  for  just  ten  of  the 
U.S.'  sites  would  exceed  $3  billion  over  several  years. 

In  relation  to  tiiese  estimates,  actual  allocations  for  the  U.S. /Mexico  border  were  set  at  $241 
million  in  FY  1992  by  the  Bush  Administratioa,  while  Mexico  announced  it  would  spend  $460 
million  over  three  years.  Meanwhile,  Bush  Administration  funding  for  the  Great  Lakes  region 
was  around  $71  million,  very  little  of  which  was  allocated  for  projects  addressing  that  regions* 
pollution  "hot  spots.' 

Despite  these  allocations,  the  price-tag  for  these  programs,  inchidhig  poUntlon  prevention, 
dean-np  and  enforcement  componenls,  StIQ  hovers  in  the  billions  of  dollars;  general 
revenues  will  be  difGcolt  to  obtain  and  more  creative  funding  schemes  will  be  needed.  The 
risk  we  run  Is  delaying  or  externalizing  the  payment  of  environmental  costs.  ITiis  only 
increases  the  amount  future  generations  will  pay. 

One  option  to  help  face  these  shortfalls  is  Senator  Baucus'  idea  for  a  temporary  Border  Fee, 
capped  at  1  % ;  another  is  the  conversion  of  customs  fees  to  an  Environmental  and  Infrastructure 
Border  Maintenance  Fee,  as  Representative  de  la  Garza  has  suggested.  An  equally  interesting 
proposal  is  the  creation  of  a  Border  Environmental  Fund,  as  suggested  by  Representatives 
Richardson  and  Wyden;  it  would  distribute  funds  for  border  clean-up  projects  and  finance  itself 
through  the  selling  of  bonds.  This  is  similar  to  an  idea  raised  by  Dr.  Raul  Hjncgosa  and  others 
from  the  University  of  California,  Bericeley,  for  a  North  American  Development  Bank.  In 
addition  to  these  proposals,  NWF  has  advocated  the  use  of  a  green  investment  fee  as  yet  another 
source  of  revenues  for  environmental  infrastructure. 

Some  of  these  ideas  may  raise  the  ire  of  'free  traders"  who  feel  such  fees  are  anathema  to  the 
goals  of  this  agreement  Despite  this,  the  Parties  must  recognize  that  free  trade  is  not  cost  free 
with  respect  to  the  environment,  and  that  those  costs  must  be  met  A  number  of  options  are 
available  to  fulfill  these  funding  needs,  and  by  working  together,  the  parties  to  the  NAFTA 
should  be  able  to  provide  a  funding  strategy. 

Policy  for  the  commitments  of  President  Clinton's  North  Carolina  speech  of  October  4, 
1992,  have  yet  to  be  spelled  out,  even  though  Ambassador  Kantor  has  Indicated  that  he 
would  like  to  begin  discussions  on  these  issues  as  eariy  as  March  15,  1993.  There  are 
promising  signs  that  the  Mexican  govomment,  and  perhaps  the  Canadian  Government  as 
wen,  are  wilttng  to  contribute  to  positive  outcomes  regarding  the  environmental 
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supplemental  agreemeats.  Nererthdess,  strong  ^gnals  from  the  CUnton  Administratloii, 
and  the  spelUng  out  of  Congressional  cctpectattons,  are  needed. 

Mr.  Chainnan,  in  dosing,  I  want  to  reiterate  the  inqwitance  of  viewing  NAFTA  as  a  package 
which  must  contain  a  series  of  environmental  suM»leraental  agreements,  including  a  North 
American  Commission  on  EnviroimienL  Without  these  agieeraciits,  the  NAFTA  risks 
derailment,  an  outcome  which  can  and  must  be  avoided  by  a  vigorous  pursuit  of  these 
environmental  accords. 
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TaatiBony  of 

Robert  J.  Morrie 
Senior  Vice  Pr©aident 

The  United  Statda  Council  for  International  Buslnesa 

Before  the  Subcoraaittee  on  International  Economio 

Policy  and  Trade  of  the  Conunittee  on  Foreign  Affairs 

U.S.  House  of  Representatives 

February  24,  1993 

The  U.S.  Council  strongly  supports  implementation  of  the 
NAFTA  agreement  and  urges  that  Congress  begin  work  with  the 
Administration  now  on  the  necessary  inplementing  legislation. 

Ke  understand  the  Importance  which  the  Administration  and 
Congress  attach  to  the  conclusion  of  "side  agreements," 
especially  those  relating  to  labor  and  enviromnent  issues. 
However,  since  the  President  has  ir.ade  it  clear  that  he  has  no 
intention  of  re-opening  the  text  of  the  NAFTA  agreement  itself 
during  the  negotiation  of  such  side  agreements,  we  see  no  reason 
why  work  on  the  legislation  needed  to  inplereent  the  NAFTA  as  such 
need  be  delayed  while  the  side  agreements  are  being  negotiated. 
Clearly,  the  side  agreements  will  have  to  be  concluded  before 
Congress  votes  on  the  NAFTA  Implementing  legislation  this  fall, 
but  much  detailed  drafting  work  needs  to  be  done  before  that 
tine,  and  we  should  be  getting  on  with  it  now.   Surely  our 
government  is  capable  of  keeping  more  than  one  ball  In  the  air  at 
a  tiaie,  and  we  urge  this  Coanittee  to  use  its  influence  to  aove 
the  process  of  implementation  forward  as  rapidly  as  possible. 

Turning  to  the  environmental  issues  which  are  the  subject  of 
this  panel,  we  note  that  some  have  expressed  concern  about  the 
potential  environmental  effects  of  Increased  trade  and  investment 
among  the  three  countries  and  have  suggested  that  NAFTA  should 
therefore  not  be  approved.   Such  a  move  would  be  a  serious 
mistake,  depriving  all  three  countries  of  economic  growth  that 
creates  jobs  for  an  issue  that  Is  already  extensively  addressed 
within  the  terms  of  the  Agreement. 

The  United  States,  Mexico  and  Canada  went  to  historic 
lengths  to  protect  the  environment  in  NAFTA.   Among  other  things, 
the  parties  agreed t 

4         Not  to  weaken  environmental  requirements  as  an 
incentive  to  Investment, 

•  To  preserve  the  right  to  establish  and  maintain  strong 
environmental  protection  standards  and  programs  in  tha 
Unitod  States  no   long  as  they  have  a  scientific  basis, 

•  To  prevent  the  use  of  environmental  requirements  aa  a 
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dleguised  barrl*r  to  trada^ 

•         To  uso  NAFTA's  dleputa  rd&olutlon  mechanisn  when  th* 
cclentlfic  legltinacy  of  a  standard  is  questioned. 

Tho  parties  clearly  balanced  trade  and  environmontal 
requlrotnonti.     Wo  think  they  got  the  balance  about  right  and  that 
several  features  on  NAFTA  can  ba  used  a«  a  model  for  future  trade 
agreements.     NAFTA  provides  a  framework  to  ensure  that  increaeed 
trad©  and  investment  will  not  result  In  environmental  degradation 
and  that  NAFTA   (and   its  parallel  prograjns)    will  enhance 
environmental  protection  in  all  three  countries. 

As  regards  the  proposed   side  agreements,    the  U.S.    Council 
believes  that  such  agreements  can  be  a   useful  way  to  clarify  the 
role  and  activities  of  consultative  mechanisms  such  as  the  North 
American  Commission  on  the  Environment  which  the  U.S.,    Canada   and 
Mexico  created   last   year.      In  theee  brief   introductory  remarks,    I 
would   like  to  outline  our  views  on  what  activities  we  recoimnend 
the  side  agreement  on  the  environment  cover,    and  then  say  a  few 
words  about  activities  which  we  believe  would  be  inappropriate  to 
provide  for  in  the  agreement. 

In  our  view,    the  Environment  Commission  should  be  authorized 
to  engage  in  the  following  kinds  of  activities: 

designing  and  reviewing  implementation  of 
intergovernmental  agreements  for  cooperation  on 
environmental   isaues; 

exploring  possibilities  for  upward  harmoniration  of 
national   standards 

monitoring   the  development,    implementation  and 
enforcement  of   laws  and  regulations  on  the  environment; 

discussing  techniquea  and  implementing  programs   for 
improving  the  effectiveness   of   enforcement  of 
standards,    Including  training  and  technical   assistance 
programs  which  can  draw  on  both  private  and 
governmental   Initiatives; 

supporting  projects   for  funding   improvements   in  safety, 
health,    and  environmental  management  and; 

supporting   implementation  of  cooperative  programs 
between  the  private  sectors  of   each  country,    such  as 
the  U.S.    Council's  joint  program  with  the  Mexican 
Federation  of  Industrial  chambers  of  Commerce 
(CONCAMIN) .     This  is  a  voluntary  Industry-to-industry 
program  launched  last  year  to  promote  exchanges  of  best 
practices   In  the  labor  and  environment  fields,    and 
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Involves  joint  ••mlnars,   training  programs,    technical 
AEsifltance,    personnel  exchangee  and  promotion  of 
voluntary  Industry  principles. 

In   Implementing  these  activities,   we  bellov©   that  the 
Commloslon  should  create  clearly-defined  nechanlejns   and 
procedures  to  provide  private  buslnees  and  environmental 
organizations  with  access  to  the  CoTOnission  through  a  meaningful 
coneultativo  process,      consideration  should  be  qiven  to  the 
creation  of  aub-groups   of  the  Commission   for  this  purpose, 
constituted  on  a  tri-partite  basis   (i.e.,    government,    business 
and  environmental   NGO'e)  ,    along  the  lines   of  the  model  used 
eucceesfully  by  the  international   Labor  Organization. 

We   are  sympathetic   to  tho  need  for   on   effective   program  to 
promote  necessary  development  of  environmental    infrastructure, 
especially  along  the  U. s. -Mexican  border.      While   our  preference 
would   be   to  finance   such   a  program   from  general   revenues,    we  also 
believe    It   is  desirable   to  consider  whether   a   new   international 
institution,    such  as  a  North  American  Development  Bank,    may  be 
appropriate  for  that  purpose. 

Finally,   Mr.    Chairman,    lot  me   lay  down  markers    for    further 
diocusslon  during  the  qpjestion  and  answer  period,    about  two 
proposals  for  the  side  agreements  which  we  strongly  oppose. 

The   first   is  the  suggectlon  that  the  side  agreement   seek  to 
authorize  a  new  use  of   trade  sanctions  as  a  means  to  assure  that 
a  NAFTA  party  enforces   its  own  laws,   in  this  case,    its  own  laws 
on  the  environment.      In  our  view,   this  would  be  a  major  new 
departure  for  a  trade  agreement,    would  raise  serious  questions 
about  sovereignty  and  judicial  process  and  would  be  entirely 
inappropriate  to  the  purpose  of  the  NAFTA.      Further,    we  believe 
the  use   of   trade  sanctions  to  remedy  enforcement  problems  would 
require   amending  the  NAFTA  itself,   which  all  parties   appear  to 
have  ruled  out. 

The   second   is  the  suggestion  that  the  Bide  agreement  provide 
for  a  mechanism  to  finance  environmental    infrastructure  projects 
through  the  levy  of  a  tax  on  trade  and/or  investment  across  the 
border.      We  oppose  this   suggestion  for  several  reasons  but 
especially  because,    regardless  of  the  rate  at  which  the  tax  would 
be   set,    it  would  defeat  the  main  benefit  which  we  expect   from  the 
agreement.      As  wo  see   it,    the  main  objective  of  the  agreement  is 
to  make   the  conditions   of  competition  for  domestic   and   foreign 
products,    services   or   investors  the  same  within  each   of    the  three 
markets,    i.e.,   not  necessarily  the  same  across  the  three  markets, 
but   the  same  for  all  participants  ifl  each  separate  market.      Any 
tax  which  bears  only  on  Imports  or  foreign  Investors  assures  that 
doBGstic  competitors  will   always  have  an  advantage  In  their  own 
market  and  therefore  defeats  the  main  purpose  of  the  agreement. 
We  urge  you  to  reject  both  these  suggestions. 
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UNITED  8TEELW0RKERS  OF  AMERICA 

* 

Before  the 

HOUSE  COMMITTEE  ON  FOREIGN  AFFAIRS 

Subcommittee  on  International  Economic  Policy  and  Trade 

and 
Subcommittee  on  Western  Hemisphere  Affairs 

* 

FEBRUARY  24,    1993 


It  is  anticipated  that  major  trade  treaties  will  be 
presented  to  the  Congress.   The  seven  year  GATT  negotiation, 
known  as  the  Uruguay  Round,  is  still  pending  final 
conclusion  and  advances  GATT  discipline  into  trade  areas 
heretofore  outside  of  international  trading  rules.    The 
North  American  Free  Trade  Agreement  has  already  been  signed 
by  President  Bush  and  meets  the  criteria  for  fast  track 
consideration. 

NAFTA  represents  a  major  departure  from  the  course  of  a 
multilateral  trade  system,  opting  instead  for  a  framework  of 
a  regional  trade  regime.   NAFTA,  however,  is  unique  for 
other  reasons  because  it  reaches  to  issues  which  are  not 
entirely  within  the  scope  of  economic  considerations.   Among 
such  issues  are  those  relating  to  worker  rights  and 
environmental  protection. 

These  "extra-trade"  concerns  are  particularly 
aggravated  by  the  fact  that  NAFTA  entails  a  trade 
integration  between  a  developing  country  and  industrial 
■countries  in  which  worker  and  environmental  standards  can  be 
jeopardized.   The  question  before  this  panel  is  whether  such 
extra-trade  issues  should  be  an  integral  part  of  the  trade 
agreement. 

Before  addressing  that  question  it  is  important  to  note 
that  the  evaluation  of  NAFTA  should  be  dependent  upon 
broader  dimensions  than  those  to  which  previous  trade 
treaties  have  been  subjected.   The  national  economy  is  now 
being  measured,  not  only  in  terms  of  the  rate  of  growth  in  a 
number  of  quarters,  but  is  also  being  weighed  in  terms  of 
the  number  of  jobs  being  generated.   So  too,  must  the  trade 
treaty  be  viewed  not  just  in  terms  of  a  balance  of  trade 
with  Mexico,  but  in  terms  of  job  impact  in  the  U.S. 
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It  is  not  enough  to  justify  NAFTA  because  of  the 
expansion  of  trade  between  the  three  countries  or 
development  of  a  U.S.  trade  surplus  which  the  treaty  may 
produce.   The  labor  movement  has  been  gravely  concerned  over 
the  possibility  of  job  flight  and  job  deterioration.   Shift 
of  American  investment  capital  to  Mexico  -  which  is  an 
objective  of  the  treaty  -  could  exacerbate  our  job  market. 
Increase  of  non-Northern  American  capital  investment  in 
Mexico  could  further  damage  job  opportunities  as  offshore 
financial  interests  accelerate  their  efforts  to  use  NAFTA  as 
a  vehicle  for  penetrating  the  U.S.  marketplace.   The  recent 
announcement  that  Mercedes  Benz  intends  to  initiate  an 
investment  in  an  automotive  facility  in  Mexico  is  just  a 
more  recent  case  in  point. 

A  recent  report  of  the  Institute  for  International 
Economics  (HE)  and  the  International  Trade  Commission  (ITC) 
indicated  that  there  would  be  a  very  minimal  impact  upon 
aggregate  employment  in  the  U.S.   However,  to  secure  a 
short-term  increase  in  1995  of  171,000  jobs,  almost  150,000 
workers  would  have  to  be  displaced.   It  is  that  degree  of 
displacement  upon  which  we  must  focus  our  attention. 
Furthermore,  the  New  York  Times  remarks  that  the  HE  report 
authored  by  Gary  Hufbauer  and  Jeff  Schott,  failed  to  show 
that  "any  net  increase  in  job  gains  would  evaporate  after  15 
to  20  years." 

In  the  Journal  of  Commerce,  Tim  Shorrock  reports  that 
"The  leader  of  Mexico's  largest  independent  labor  federation 
denounced  the  NAFTA  as  an  instrument  of  multinational 
corporations  . . .  [which]  does  not  respond  to  social  needs, 
but  basically  favors  the  interests  of  big  business  . .  .  [and 
is]  a  threat  to  Mexican  worker  rights  that  could  further 
undermine  living  standards  . . .  [since]  the  agreement  will 
guarantee  a  cheap  labor  pool  for  American  corporations 
trying  to  gain  a  competitive  edge  by  decentralizing  their 
production  and  reducing  costs." 

Because  of  these  disturbing  aspects  of  the  NAFTA 
arrangement,  the  past  Administration  indicated  that  it  would 
pursue  parallel  negotiations  on  the  issues  of  worker  rights 
and  environmental  protection.   The  current  integration  of 
the  European  economies  into  the  European  Community,  aside 
from  the  duration  involved  in  implementing  the  plan,  was 
accompanied  by  the  development  of  a  social  contract  to 
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address  the  social  consequences.   The  NAFTA  parallel  or 
supplemental  negotiations  are  apparently  designed  to  handle 
the  same  range  of  issues.   However,  there  is  a  missing 
ingredient.   Enforcement  of  the  supplemental  arrangements 
must  include  a  trade  sanction  component.   Accompanying  this 
paper  are  two  statements  by  the  AFL-CIO  identifying  labor 
rights  and  standards  which  should  be  included  in  NAFTA. 

U.S.  trade  law  already  has  established  a  precedent  for 
a  trade  linkage  to  labor  standards  in  the  GSP,  CBI,  OPIC  and 
Section  301.   While  Congress  directed  USTR  to  include  a 
similar  linkage  in  the  Uruguay  Round  of  negotiations,  our 
GATT  trading  partners  rejected  any  consideration. 
Nevertheless,  it  seems  inevitable  that  future  multilateral 
trade  agreements  will  have  to  confront  the  issue.   In  the 
meanwhile  the  NAFTA  exercise  could  set  a  precedent  by 
adopting  a  code  of  labor  and  environmental  standards  which 
are  trade  enforceable  through  a  dispute  settlement 
mechanism. 

While  the  supplemental  measures  should  be  folded  into 
the  agreement,  it  should  be  noted  that  they  do  not  address 
the  dislocationary  aspects  of  the  treaty.   Hence  the 
importance  of  a  worker  trade  readjustment  provision  is 
highlighted.   Ever  since  1962,  Trade  Adjustment  Assistance 
has  been  part  of  our  trade  policy  despite  numerous  attacks 
to  eliminate  it.   A  more  recent  version  of  this  opposition 
is  a  proposal  to  merge  TAA  with  other  worker  adjustment  aid 
programs,  notably  EDWAA  or  JTPA. 

If  NAFTA  is  approved,  an  enhanced  TAA  will  be  needed  so 
as  to  respond  to  additional  problems  which  workers  will 
experience.   It  is  not  necessary  to  establish  a  separate 
NAFTA  worker  adjustment  program,  but  rather  the  current  TAA 
program  should  be  improved.   However,  it  is  important  to 
emphasize  that  a  key  feature  of  TAA  is  income  maintenance 
during  the  training  program.   By  submerging  TAA  into  other 
programs,  the  income  maintenance  feature  will  most  probably 
be  eliminated.   It  is  that  benefit  which  has  proven 
essential  to  trade-impacted  workers  and  should  be  included 
in  any  package  of  unilateral  measures  which  President 
Clinton  has  indicated  will  accompany  floor  action  on  the 
treaty. 
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One  further  remark  on  this  "extra-trade"  linkage  is 
appropriate.   Too  often  environmental  and  occupational 
safety  standards  have  been  deemed  by  trade  professionals  to 
be  non-tariff  barriers  in  restraint  of  trade  unless  there  is 
harmonization.   This  pressure  to  induce  a  downward 
consensus,  which  is  designed  to  inhibit  strong  national 
standards,  must  be  resisted.   As  a  matter  of  fact,  weaker 
environmental  standards,  among  countries  in  trade  agreements 
which  are  promoted  as  free  trade  arrangements  can  become 
unfair  trade  advantages.   Hence  labor  and  environmental 
groups  have  continued  to  insist  upon  trade  measures  to 
assure  enforcement  of  these  standards. 

NAFTA  can  be  the  proving  ground  for  future  GATT 
negotiations,  but  for  now  it  should  not  be  the  burial  ground 
for  these  environmental  and  social  objectives. 
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LABOR  RIGHTS  AND  STANDARDS  and  NAFTA 

INTRODUCTION 

The  problems  for  U.S.  workers,  posed  by  the  draft  North  American 
Free  Trade  Agreement  (NAFTA),  are  significant  and  far  reaching.  On  its 
own  terms,  the  agreement  is  inequitable  and  nonreciprocal,  encourages 
U.S.  Investment  in  Mexico  to  the  detriment  of  domestic  needs,  fails  to 
address  the  serious  problem  of  environmental  pollution,  and  limits  the 
ability  of  government  to  adopt  measures  to  promote  employment,  or 
protect  public  health  and  safety.  It's  impact  on  specific  industrial 
sectors  could  be  devastating.  If  a  new  agreement  between  the  U.S., 
Canada,  and  Mexico  is  to  benefit  workers,  major  changes  are  required. 

The  negotiations  have,  however,  brought  the  issue  of  linking  labor 
rights  and  standards  to  international  trade  to  the  forefront  of  political 
discussion.  Such  a  linkage  has  been  a  principal  objective  of  the 
AFL-CIO  for  decades.  It  was  addressed  directly  by  President  Clinton 
during  the  presidential  campaign,  where  he  called  for  additional 
negotiations,  to  reach  agreement  on  a  number  of  issues,  including  labor 
rights  and  standards,  prior  to  congressional  consideration  of  the  NAFTA. 

The  NAFTA,  in  its  present  form,  is  an  explicit  rejection  of  any 
linkage  between  international  trade  and  labor  rights  and  standards. 
While  providing  detailed  rules  and  extensive  protections  for  the  rights  of 
investors,  the  draft  agreement  is  silent  on  issues  concerning  workers. 
The  absence  of  labor  protections,  together  with  other  provisions  of  the 
draft  agreement,  will  have  a  negative  Impact  on  North  American 
workers.  In  Mexico,  it  will  certainly  mean  the  continuation  of  low  wage 
levels  and  skewed  income  distribution,  thereby  Impeding  economic  and 
social  progress.  In  the  United  States  and  Canada,  It  will  further  depress 
wages  and  shrink  employment. 

THE  EROSION  OF  NATIONAL  STANDARDS 

The  ostensible  goal  of  international  economic  exchanges  is  to 
improve  the  living  standards  of  the  parties  to  those  exchanges.  The 
realization  of  that  goal  can  best  be  measured  by  the  Improvement  of 
living  standards  of  working  people.  Indeed,  a  large  part  of  the  success 
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in  creating  a  solid  economic  middle  class  In  the  United  States  is 
attributable  to  rising  labor  standards.  During  the  years  when  economic 
activity  was  largely  nation-based,  our  government  played  a  critical  role 
in  establishing  the  rights  of  workers  to  organize  and  bargain  collectively, 
as  well  as  establishing  minimal  standards  for  work  hours,  compensation, 
and  worker  health  and  safety  standards.  Now  that  economic  activity 
routinely  transcends  national  boundaries,  it  is  necessary  to  extend  these 
basic  rights  and  standards  to  the  international  arena. 

The  NAFTA  is  an  unprecedented  exercise  in  its  attempt  to  unite 
commercially  countries  of  such  differing  levels  of  development.  In  order 
to  protect  wage  levels  and  living  standards  in  the  United  States,  it  is 
essential  to  create  mechanisms  to  raise  workers'  incomes  in  Mexico. 
Accordingly,  a  key  component  of  any  agreement  among  the  United 
States,  Mexico,  and  Canada  is  the  meaningful  enforcement  of 
internationally  recognized  workers'  rights  and  standards.  The 
establishment  and  enforcement  of  such  standards  in  notably  absent  from 
this  agreement,  and  stands  in  sharp  contrast  to  the  enforceable  rules 
provided  to  the  owners  of  capital. 

In  Mexico,  real  wages  have  fallen  by  about  half  from  their  1981 
pre-debt  crisis  level.  Whereas  the  ratio  of  compensation  of  U.S.  workers 
to  Mexican  workers  was  about  three  to  one  in  1980,  it  is  now  nearly  ten 
to  one.  As  long  as  the  differential  remains  this  large,  investors  will  have 
a  tremendous  incentive  to  locate  new  plant  and  equipment  in  Mexico  to 
take  advantage  of  the  poverty  of  Mexico's  workers,  and  access  to  the 
U.S.  market.  This  acceleration  of  capital  flight  will  come  on  top  of 
stagnant  investment,  and  declining  real  wages  and  living  standards  for 
workers  in  the  United  States  during  the  past  decade.  The  new  jobs  that 
have  been  created  In  the  U.S.  have  been  concentrated  in  low  wage 
service  industries.  Job  displacement  in  manufacturing  due  to  the 
massive  trade  deficit  and  other  factors  has  forced  many  American 
workers  to  suffer  lost  income,  worsening  prospects  for  enhancing  their 
existing  skills,  and  inadequate  opportunities  for  developing  new  skills. 
Indeed,  these  declines  took  place  while  trade  was  expanding,  and 
underscores  the  fact  that  there  are  no  automatic  benefits  from  increased 
trade. 

LEGISLATIVE  PRECEDENT 

The  absence  of  strong  worker  rights  and  standards  provisions  in 
the  NAFTA  Is  a  noteworthy  reversal  of  U.S.  policy,  since  that  linkage  has 
been  present  in  U.S.  law  for  some  time  and  is  an  explicit,  congressionally 
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mandated  objective  contained  in  the  negotiating  authority  under  which 
the  NAFTA  negotiations  went  forward. 

During  the  1 980s,  Congress  conditioned  eligibility  for  certain  trade 
and  investment  benefits  on  whether  or  not  foreign  governments  met 
prescribed  labor  standards,  and  respected  specific  labor  rights.  Principal 
among  those  laws  are  the  Generalized  System  of  Preferences;  the 
Caribbean  Basin  Initiative;  the  Overseas  Private  Investment  Corporation; 
eligibility  for  foreign  assistance  programs;  regulations  concerning  trade 
with  South  Africa;  and  in  the  1988  Trade  Act,  amendments  to  section 
301  that  define  the  denial  of  certain  internationally  recognized  worker 
rights  as  an  unreasonable  trade  practice. 

Generally  speaking,  these  minimum  standards  have  included- 
freedom  of  association;  the  right  to  organize  and  bargain  collectively;  a 
prohibition  on  the  use  of  any  form  of  forced  or  compulsory  labor;'  a 
minimum  age  for  the  employment  of  children;  and  acceptable  conditions 
of  work  with  respect  to  minimum  wages,  hours  of  work,  and 
occupational  safety  and  health.  In  the  case  of  South  Africa,  U.S.  law 
directed  U.S.  companies  operating  in  South  Africa  to  follow  a  set  of  fair 
employment  practices,  including  a  minimum  wage,  "based  on  the 
appropriate  local  minimum  economic  level  which  takes  into  account  the 
needs  of  employees  and  their  families." 

THE  NEGOTIATING  AfiFMn^ 

Further  negotiations  with  Mexico  and  Canada  must  first  define 
that  these  basic  rights  need  to  be  included  in  any  new  trade  agreement, 
and  second,  establish  measures  needed  to  insure  the  enforcement  of 
these  rights.  As  a  framework  for  negotiations,  the  parties  should  utilize 
conventions  and  recommendations  of  the  International  Labor 
Organization;  these  represent  a  comprehensive  set  of  standards 
concerning  minimally  acceptable  rules  for  the  conduct  of  workplace 
relations. 

"••        Freedom  of  Association  and  the  Right  to  Organize  and 
Bargain  CoHectivelv-ILQ  Conventions  Nos.  87  and  gg 

Workers  must  have  the  right  to  form  their  own  organizations  at 
the  local,  national  and  international  level  in  order  to  bargain  collectively 
with  employers  and  participate  independently  in  the  political  process. 
Negotiations  here  would  lead  to  an  agreement  that  would  insure  that 
both  governmental  and  employer  interference  In  the  rights  of  workers  to 
join  unions,  union  federations  and  other  organizations  is  prohibited.   In 
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addition,  any  agreement  must  guarantee  the  right  of  workers  to  withhold 
labor  without  government  sanction,  and  without  fear  of  being  replaced. 

2.  Forced  Labor -ILO  Convention  Nos.  29  and  105 

Any  agreement  must  insure  that  forced  or  compulsory  labor  is 
prohibited  among  the  parties  to  the  agreement,  and  explicitly  ban  goods 
so  produced  from  international  trade. 

3.  Child  Labor -ILO  Convention  No.  138 

Any  agreement  must  prohibit  the  employment  of  children  under 
the  age  of  14.  The  hours  of  employment  for  school  age  children  should 
also  be  limited  while  school  is  in  session.  Night  work  and  work  involving 
significant  hazards  to  health,  safety  or  development  must  be  prohibited 
for  children  under  the  age  of  18. 

4.  Minimum  Waqe--ILO  Convention  Nos.  95  and  131 

Negotiations  should  be  directed  at  establishing  and  enforcing  fair 
minimum  wage  standards  which  provide  workers  and  their  families  with 
a  decent  standard  of  living  as  was  the  goal  of  the  South  African 
sanctions  law.  At  minimum,  any  agreement  must  include  a  strict 
timetable  for  increasing  the  minimum  wage  structure  in  Mexico, 
recognizing  the  serious  deterioration  of  the  inflation-adjusted  minimum 
wage  in  the  past  decade  and  the  need  to  restore  the  buying  power  of 
that  minimum  wage. 

5.  Hours  of  Work -ILO  Recommendation  116 

Negotiations  should  lead  to  an  agreement  that  would  require  each 
signatory  country  to  establish  and  strictly  enforce  Rmitations  on  daily  and 
weekly  hours  of  work  and  minimum  required  daily  and  weekly  rest 
periods. 

6.  Occupational  Health  and  Safety  --  ILO  Convention  Nos.  1 55 
and  170. 

Negotiations  should  lead  to  an  agreement  that  would  require  each 
signatory  country  to  establish  and  strictly  enforce  health  and  safety 
rules,  regulations  and  standards  which  strictly  protect  workers  against 
accidents,  occupational  diseases  and  other  Job  related  injuries.  Any 
agreement  should  include  rules  that  provide  coverage  for  all  workers, 
establish  governmental  staffing  levels  for  safety  inspections,  as  well  as 
inspections  for  health  and  industrial  hygiene  issues.  It  is,  also  necessary 
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that  an  appropriate  frequency  of  inspection  be  established,  based  on 
locality  and  industrial  mix  to  insure  that  the  health  of  workers  Is 
adequately  protected. 

In  addition,  in  this  area  and  others,  complaint  procedures  should 
be  established  that  lead  to  the  physical  inspection  of  a  workplace  upon 
a  complaint  of  an  interested  party.  It  is  particularly  important  to  insure 
that  workers  are  protected  against  employer  retribution  and  have 
available  to  them  government  collected  information  concerning  the 
prevalence  of  industrial  health  problems  and  accidents,  as  well  as  overall 
statistics  on  occupational  injuries  and  illness. 

7.        Piscrimination--ILO  Conventions  Nos.  100  and  111 

Negotiations  should  lead  to  an  agreement  to  prohibit  discrimination 
based  on  sex,  race,  religion,  political  opinion  or  affiliation,  national 
extraction,  or  social  origin. 

ENFORCEMENT 

Strict  enforcement  of  the  negotiated  rules  and  regulations  within 
any  international  agreement  is  crucial.  The  structure  already  negotiated 
for  insuring  observance  of  intellectual  property  rights  is  an  appropriate 
model  to  accomplish  necessary  worker  protection.  This  model  involves 
a  multifaceted  approach.  First,  an  agreement  would  provide  that  the 
negotiated  rights  and  standards  and  procedures  for  their  domestic 
enforcement  be  included  in  domestic  statutes.  Second,  an  agreement 
would  allow  interested  parties  in  any  of  the  three  countries  to  petition  for 
trade  action  to  restrict  trade  in  goods  made  under  conditions  that  are 
violative  of  the  agreement.  Most  importantly,  action  in  this  area  could 
be  taken  against  the  operation  of  individual  firms.  Any  group  of  workers 
engaged  in  commerce  among  the  three  countries,  would  have  standing 
to  bring  a  complaint  concerning  worker  rights  violations  under  the 
NAFTA,  or  to  Intervene  as  an  Interested  party  in  any  dispute  settlement 
proceeding  under  the  NAFTA.  It  is  important  that  a  parent  corporation 
be  held  accountable  for  labor  practices  of  its  subsidiaries. 

Regardless  of  nationality,  workers  or  unions  with  knowledge  of 
labor  rights  violations  should  be  allowed  to  bring  action  in  a  court  of 
competent  authority  or  before  an  appropriate  administrative  agency  of 
either  the  country  where  the  violation  occurred  or  the  country  of  the 
complaining  party.  Complaints  of  labor  rights  violations  should  not  be 
limited  to  governmental  practice,  but  should  also  be  available  to  address 
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violations  by  an  industrial  sector,  an  association  of  enterprises,  or  a 
single  company  engaged  In  commerce  with  another  NAFTA  signatory. 

Injunctive  relief  should  be  available  for  a  complaining  party  in  the 
face  of  egregious  behavior  from  one  of  the  parties  of  one  of  the 
signatories.  Goods  In  transit  should  be  held  In-bond  pending  final 
resolution  of  the  case. 

LABOR  COMMISSION 

Negotiations  should  also  lead  to  the  establishment  of  a  labor 
commission  among  the  signatories  to  any  agreement,  that  would  include 
representatives  of  workers  to  provide  a  forum  for  the  continuing  study 
and  evolution  of  workplace  rights  and  standards,  including  their  upward 
harmonization.  Such  a  commission  could  also  house  a  dispute 
mechanism  to  determine  if  provisions  of  the  agreement  have  been 
applied  properly.  Such  a  dispute  mechanism  could  be  based  on 
structures  contained  in  other  parts  of  the  draft  agreement,  while  insuring 
that  the  potential  roster  of  panelists  include  persons  with  experience  and 
expertise  in  labor  and  human  rights  matters. 

CONCLUSION 

The  absence  of  effective  provisions  or  the  protection  and 
enforcement  of  labor  rights  and  standards  in  any  new  agreement  among 
the  U.S.,  Mexico  and  Canada,  will  not  only  lead  to  severe  economic  and 
social  consequences,  but  would  also  significantly  limit  the  application  of 
U.S.  law  in  this  area.  If  a  NAFTA  is  to  be  of  any  benefit  to  workers,  we 
must  go  forward,  not  backward.  While  the  negotiation  of  strong  labor 
rights  and  standards  is  by  no  means  the  only  needed  improvement  in  the 
process  that  has  taken  place  thus  far,  It  Is  one  of  major  importance. 
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Statement  by  the  AFL-CIO  Executive  Council 

on 

The  North  American  Free  Trade  Agreement 

February  17.  1993 
Bal  Harbour.  FL 


The  proposed  North  American  Free  Trade  Agreement,  signed  by  President 
Bush  but  not  approved  by  Congress,  would  be  a  disaster  for  millions  of  working 
people  in  the  United  States,  Canada  and  fvlexico.  It  should  be  rejected  and 
renegotiated  to  advance  the  overall  public  interest. 

As  drafted,  NAFTA  is  an  agreement  based  solely  on  exploitation.   It  would 
destroy  jobs  and  depress  wages  in  the  U.S.  and  Canada  by  abetting  the  further 
transfer  of  jobs  to  Mexico.   At  the  same  time,  it  would  do  nothing  to  uplift  the 
desperately  low  wages  and  harsh  working  conditions  of  the  Mexican  people. 

While  providing  extensive  protection  for  investors,  the  agreement  ignores  the 
rights  of  working  people,  and  it  would  limit  the  ability  of  governments  to  adopt 
measures  to  promote  employment  and  protect  public  health,  safety  and  the 
environment. 

We  call  on  the  Clinton  administration  to  negotiate  a  new  agreement  that  will 
stop  the  flight  of  jobs  from  the  U.S.  and  will  alleviate  the  deplorable  conditions  in  the 
maquiladora  areas.   In  order  to  ensure  that  expanded  trade  provides  broadly-based 
benefits,  a  renegotiated  NAFTA  should  stand  up  for  worker  rights,  strong  labor 
standards,  consumer  health  and  safety,  and  environmental  protection. 

In  particular,  we  urge  that  the  next  round  of  negotiations  lead  to  the  inclusion  of 
the  following  elements  in  the  agreement: 

•  A  measure  whereby  infractions  of  labor  rights  or  workplace  standards  can 
be  enforced  by  trade  actions.  Areas  to  be  addressed  include  the  right  to 
organize  and  bargain  collectively,  the  establishment  of  strong  workplace 
health  and  safety  standards,  appropriate  minimum  wage  structures,  the 
elimination  of  child  labor,  a  prohibition  on  forced  labor,  and  guarantees  of 
non-discrimination  in  employment. 

•  Provisions  to  address  the  existing  environmental  degradation  of  the 
border  area,  based  on  the  'polluter  pays'  principle,  as  well  as  provisions 
to  permit  trade  actions  to  address  violations  of  environmental  standards. 
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Tougher  rules  of  origin,  so  that  any  benefits  derived  from  an  agreement 
will  accrue  to  workers  and  producers  located  in  the  three  countries. 
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The  immediate  elimination  of  duty-drawback  programs. 

The  immediate  elimination  of  export  performance  requirements  and 
import-licensing  schemes. 

The  requirement  that  all  internationally-traded  goods  are  marked  with  their 
country  of  origin. 

Safeguard  provisions  that  protect  U.S.  workers  against  import  surges. 

The  continuation  of  federal,  state  and  local  "Buy  American"  laws  and 
regulations. 

The  enforcement  of  strict  sanitary  and  phyto-sanilary  standards  with  no 
restriction  on  improvements  in  those  standards. 

The  continuation  of  necessary  federal  and  state  regulations  concerning 
the  provision  of  financial  and  insurance  services. 

Strict  limitations  on  the  "temporary  entry"  of  persons  to  provide  services, 
including  transportation  services,  and  the  prohibition  of  entry  to  affect  a' 
labor  dispute.  Any  temporary  entrant  must,  at  minimum,  be  paid  and 
work  under  conditions  prevailing  in  the  host  country. 

A  prohibition  on  transferring  work  or  workers  across  borders  in  the  event 
of  a  labor  dispute,  and  a  prohibition  on  trade  while  a  labor  dispute  is  in 
progress. 

The  ability  of  government  to  adopt  standards  and  related  measures  to 
protect  public  safety  or  the  environmenl 

Reciprocity  in  the  treatment  of  foreign  investment. 

Equal  market  access  for  cultural  industries. 

Safeguards  for  U.S.  automotive  production,  equivalent  to  safeguards 
present  in  Mexico  and  Canada,  and  the  continuation  of  existing  CAFE 
rules. 

Provisions  that  address  the  needs  of  import  sensitive  industries,  including 
but  not  limited  to  textiles  and  apparel,  electrical  and  electronic,  glass, 
tuna,  meat,  sugar  and  light  duty  trucks. 
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•  A  five-year  review  of  the  economic  impact  of  an  agreement  that  would 
permit  parties  to  suspend  provisions  when  necessary  to  address  latxjr 
market  disruptions. 

•  Provisions  for  additional  debt  relief  for  Mexico,  so  that  it  can  begin 
investing  at  home  to  improve  the  standard  of  living  of  its  people. 

•  A  cross  border  transaction  tax  to  serve  as  a  major  funding  source  for 
needed  programs  including: 

a  substantial  increase  in  funds  for  food  safety  inspection  and  the 
customs  service; 

sufficient  funds  to  improve  the  infrastructure  of  the  border  area, 
including  water  treatment,  electricity,  and  needed  housing  and 
schools; 

-  a  significantly  improved  Trade  Adjustment  Assistance  program  to 

provide  guaranteed  benefits  to  workers  harmed  by  trade. 

Finally,  legislation  should  be  enacted  to  eliminate  the  foreign  tax  credit  and 
deferral  and  to  deny  trade  benefits  to  companies  that  transfer  production  to  Mexico. 
For  workers  dislocated  by  any  such  transfers,  companies  should  be  required  to  cover 
health  insurance,  pay  severance,  training  and  job  search  costs. 


### 
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Sl)e  Jveiu  JJork  SJhnes 


NEW  YORK.  MONDAY.  FEBRUARY  22.  1993 


Trade  Pact 
Job  Gains 
Discounted 

Forecasters  See  Jiist 
A  Short-Term  Rise 


ByKCITHIRADSHEt 

WASHINGTON.  Feb  31  -  TTw  two 

mo6t  mnueniltl  icjdemlc  exptni  on 
ih«  ,Noi^  Americifl  Frw  T/ide 
A^rwmeni,  whot*  fonci3is  o(  C^- 
lerm  Job  gairn  *trt  betvlly  di*d  by 
the  Bush  Adminti:ratJor  fti  Cor|rts- 
jwftal  hearing)  ikI  ntw|  conlennott 
promoting  ihe  pea  laii  yev,  hive 
concIu<J«ihii  wiyf>«  increiw  hjob 
gains  wouU  evfiporitt  tfier  15  to  30 
ye»rv 

TV  iwo  txpeni.  Ciry  C  HuftiwWr 
and  Jeffrey  J  ScJxxi.  who  »rt  both 
Knior  fellows  II  Ihf  Instnti*  loLIn- 
i«nulK>n*!  Eco'x>ni)a  F>ert.  hip^^w* 
ipJit«}<K]  ihu  coftcluslofi  in  iNefrTSkw 
tcc4  on  LSe  pac:.  alil'Cugh  :Jvy  do 
(serxjon  ih«i  l>ie  i^Drt-ierm  pins 
miy  fKx  t*  permaMaL  ••  ■ 

Mr  $cbon  u^d  l><  Vyi^-term'tiu- 
m*i<  ».ncmiitpdtj*<j;;»<  U  reUftlpfl 
nuiry  comfli-jterf  unjmpcicn*  »nd 
t*^uv  my  ecanomtc  tortcuQ/Ttr 
ii>±  I  »cn|  pencd  wn  unrtliiisle 
Mr  Hufbayer  i!»  wid  if-*  ^5o^I'rTl 

>6ok  ft2]  (00  lc/^|  iDd  the  two  'fflef) 

»er»  In  i  rui)i  lo  publlih  k.  The-book 
also  mcnikyu  th«t  iM  nre#ni*flt's 
ong-ierm  tfT^ci  on  jobt   ltlfito|;nrfl- 
cjm    u>mp4rtd    10    the    efT*cU'   of   ' 
ero«4«r  Kooomtc  irtnds. 

VhJJe  Boih  ofTKUli  relied  czur  i 
jrvtiy  or  Uw  Hufbewer  Sctxxt  daci.  i 
l^r  Oiflton  Ad/DinUinOoo.  wWdi  Kit 
endofted  it>«  p»a  cootmjent  on  com- 
pirtjon  ol  lhr«  supplemtniil  tg^«^ 
menu  with  Mexico,  does  rwt  ciit 
tbdn. 

Fortc-uu  tn.MOJobiby  IIH 

TW  boot  NArrA:  An  Au«i»- 
m«o("  {Iruhiuie  for  IniemjUonaJ 
Fconomici).  w»i  rrletsed  on 
We^oiet^ty  It  repealed,  *lih  butt 
Chinee,  ihf  two  rwfii  tortcMSt  lui 
\-ear  thai  luir^  iW  )ofc  riffur«  u  a 
bis«  the  p*o  wowld  product  i  rm 
natDoTibcut  i:5  000)ob3  In  ih*  UnU 
«d  SUKs  by  1^5 

TV  Kki|  icrm  uincKjKion  c*me  u> 
It^  because  Mr  Hufbau^r  appc«rTd 
oni  panel  of  iridefxpeniUn  nwntfi 
•t  I  Klflc^eon  orpnitfd  by  ih«  Voa- 
mi  Kttwnal  Democribc  dufci  H» 
JisinlHJtH  wtui  «»s  then  a  prtUml 
D«ry  uble  from  ihe  book  emmttjn^ 
ihtl  mcrtajwl  u»de  frt>tn  IM  ptct 
would  provide  jobj  for  Jll.WO  A  men- 
cam  by  in<  year  «10  »nd  thai  th<*« 
workers  wouW  be  produclr4  1do<1» 
for  tsitk  eir>ortj  lo  Mexico  ihai 
would  no*  b«  poutMa  without  i>v« 
r*0uctjon  of  trade  barrier*  provided 
by  ttit  p»a. 
Bu  ihe  iimc  iKbte  iftdjcjted  thai 


ihe  lArwftient  would  ilw  dlsplict 
i2i.m  ]obs  in  ih*  I'riited  Sui«.  t5 
ineporii  from  Mtxtco  replaced  prod- 
iKH  made  leu  efriCjently  by  Amart- 
f»n  faciorlff.  for  I  oei  loia  gf  3.400 

.  Mr.  $cho(i  )i>d  the  uNf  «-!( acat- 
e^  ool>'  w  arulyrt  the  e/fecti  o(  the 
p»ci  on  locome  djiu-ibuiton.  not  on 
Qvcji/l  employ meoi,  ar>d  had  been 
U£H  10  deiermlnt  that  low-Uilled 
workan  and  hlcWy  jlilTled  voften 
wtxiM  be  eooally  arecied  by  the 
»trt«rotnL  H«  U)d  he  a-id  Mr  Huf- 
bauer  had  (rtfd  (0  figjrt  out  the  ef* 
fecu  on  ejTipJcyiBeni  by  Induitry  if 
exporu  and  Imporu  each  U>creaKd 
by  (30  biUk)n.  rou^'  doubliog  ^^ 
U-^eJ  In  1900. 

The  use  of  a  t30  btl]>c/i  flgurt  waa 
artrfirary  and  r»ot  baawi  on  any  com- 
puicf  mo<5e!lng.  Mr  School  aald. 

.  Mr  Hufbauer  u)d  the  fortcan  of 
rxt  >36|tlnioverfrva>tari  ajsuroed 
t^An  voutd  be  a  lirga  American 
ir»de  lurpha  vnh  Mtiico  le  I»5, 

siThe  aiitiinvent  of  a  itey  net  )o6  kMi 
Ov«r  the  rKxt  two  dtcadei.  he  uid. 
*ai  bated  on  the  ait..rrpuoaa  that 
Mtxico'i  Vavy  depeiyJence  cb  lor 
e4riift\«tmeni,lfl  lV  form  of  Aotej- 
ic\f\  factory  «iujpnveot  and  oOwr 
An--nican  ejcpom.  wouW  fade  u  lu 
bcooomy  g,rr*  and  th^r  lT,pcru  wy] 
exf«Dru  wcwld  be  AJU4.^Jy  bakncrd 
vtihlB  29  ytArt. 

Mmi  economtsu  uror^ty  wppon 
frt^  ira^  be<auat  it  encouragta 
ccxran^et  to  ipeclaliie  r  the  fooda 
thai  ihay  maie  rocai  effkbcntty.  u 
poritaf  th«a«  toodj  tr  uchan^e  for 
irr<ponj  oi  othar  |oodi  t/ji  a/a  B>ore 
e/ridently  mtda  elifvhert. 

'  M  Mr  Kufb«j*f  $t\d  that  m  tha. 
CAM  or  ih«  Unli«d  ?uiu  and  Mexico. 

I  these  efffcckncJet  ww,id  ictuaiyy  be 

I  vcr^imall  bec4u»4  the  L'niied  Slates 
alrtady  hai  auct)  low  iri5e  barriers 
10  IntfOfU  frvn  Mexico  TV  ifeort- 
t«rcD  }ob  laia  would  cofDt  froa  a 
t#mporar7  AmtiiCAfi  irada  curplus 
vlth  Mexico,  he  u^ 

'Po&ftcafV  loconvtflfcfri' 

JVaM  jjyan>^tfrr^HDnal(rad« 
econornlst  It  Ihe  larcnK  ^^y 
InitJfge  w^  appearec  on  &X  p4nel 
Iaa(  Aonih  wiih  Mr  Kj^bauar.  utd 
s^4  BVeid  a  copy  ot  the  prellreUury 
UbU."!  was  ajioruhed  that  tt  wacn'l 
tn  the  actual  book,  and  I  was  dlsap- 
poinierf."  ahe  aald. 

"It  looked  ICke  a  dedjun  lo  titclM  a 
poliifctUy  mconvmieni  aecUon  in 
st&adaif  irielleduairy  faciAg  up  10  tL" 


A  forecast  of 
1 75,000  new  jobs 
by  1995  sees  them 
gone  by  2010. 


Mr.  HufbaiMf  utd  that  he  and  Mr 
Schwt  had  not  Lnifnded  to  prtienr  a 
bla&ed  vtew.  but  thai  on  rerie<t»n  he 
belkved  they  ihouM  have  mchided 
Ihe  kymerm  a*ae«meni  lo  ihtlr 
r*r»  book.  'We  ihould  hava  Um  tn 
the  kint-ierm  aceoajio.*'  V  aaid  but 
a4d«d  thai  other  mde  experu  had 
f  x;>r»ss*d  Ilitle  totarttt  In  thai  when 
ihown  draft  ropiea  of  tM  book 

•Ii  »«med  lo  be  chmer  at  the 
lime."  he  jald.  ciUng  "the  ruih  to 
print  ar>d  «Ut." 

TV  book"!  puWUher.  the  Injufjt* 
for  InierriatlonAl  Econon^lci.  haa 
be<D  feuding  with  the  Econooik  Pob- 
cy  IniDtutt  about  the  job  tropaci  of 
iha  free  trade  p4a  Both  Ins^jtutes 
recttve  niv>ch  dSf  ihtir  money  from 
nooproflt  organiMtXru  Ii1te  the  Ford 
Foundailoft,  and  »on«  money  from 
corporaUofti  TV  FconomJc  Policy 
laxtiruta  aJao  takes  contr^ixina 
from  Ubof  uAiOfl*. 

Jeff  Faiu.  the  prrttdCTit  of  the  Eco- 
nomW  PoDcy  IriaiJtuta.  forecaRTiH 


«ci  would  cause 


•    MCl    WO 

the  kju  y  JOC.OOt  jot*  In  tha  UtJted 
Sitiei  within  10  ywv  Mr.  Faui  utd 
ihai  hu  eatimaia  vt  beav7  job  leant 
o^r  iV  ncii  II  yrart  wis  baaed  on 
(he  auumpttofi  (h«i  AmerVuo  ex- 
porta  o(  faclwT[  frquJpmant  »ouW 
hava  a  mwJ^  mor<  imnr>*dUie  cfloct 
OD  Mex*can  iMuftnaJ  prodixtloe. 

TV  lnlerna;iOftjJ  Tr»de  Commia- 
siorv  a  Federal  a^eocy  thai  U  tode- 
peftdent  of  Corvgrui  and  the  eiacu' 
trv»  branch,  conc»u<3»d  m  a  rr^on  on 
Fefc  3  that  IV  fret  trade  agr«ii>eni 
would  pro&\xM  a  vtry  imall  •Vn*- 
ttrre"  gaiD  in  afnpbymeni  t\  the 
United  Siaiea,  b^  did  ocx  define  bow 
long  OUl  would  lakA 

I  Hoton  ZodonttDttt  af  Pact 

Vhiie  lUU  a  caad>daie  Uc  (all. 
PrriKleni  Ginion  endorsed  tV  fr«e- 
trade  pacj  but  said  thai  he  would  cot 
ijgn  tegisIaOon  putir^  us  provatons 
into  Uv  until  ihnr  auppkmenial 
•g/remeno  had  beta  cxincfi>ded  Ke- 
gorutiori  are  tchrduted  id  begin  dur- 
ing the  week  of  March  IS  on  these 
luf^lefTvenul  pacta,  which  are  sjp- 
poi«d  10  CDvtr  labor  usues,  eirvirofi' 
menu!  isfues  artd  surgri  In  Impo^i 
ihai  miy  felloe  ih«  bwTrtng  c4  irada 
bamert- 

Anne  Luuatto.  the  prejj  aecrriary 
for  M»c>ey  Kinior.  the  United  bJt*f 
trade  r^rrierrtjiht.  utd  today  that 
the  AdmlAijirai^oe  t^  oot  t««n  the 
dueled  H'jfbauer-khot.1  table,  but 
that  "iince  ihes*  ouroberi  cam  iak« 
into  account  iV  alTect  of  iV  yrf-to- 
be-negotlat*d  ruppkm«nta)  agree- 
mfTKa  ihey  art  premarurt  " 

TV  Labw  Department  retiad 
ttftvMy  00  Mr  Huftaweri  and  Mr 
Schrtt's  rtjearch  to  develooing  the 
Butf)  AdmlnliirauoA'i  plan  latt  au- 
lunm  to  tiv*  financial  assistanct  to 
worttn  Utd  off  betauae  of  the  free 
trade  poci.  TV  Buab  AdminmratlOA 
never  prepared  tu  own  etiirnaie  of 
tV  trade  aireemeoi'a  tflecti  on  tm- 
ployment 
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I^bor  Leader 
Denounces 
Trade  Pact 

Garcia  Teams 
With  US  Unions 
To  Defeat  Nafta 

By  TIM  SHORROCK 

Journal  oi  Coavn«c«  SufT 

WASHINGTON  -  The  leader  of 
Mexico's  largest  indepcDdent  labor 
federation  denounced  the  North 
American  free-trade  agreement  as 
an  'Instrument*  of  multinational 
corporations  and  has  started  work- 
ing with  American  trade  unions  U 
defeat  it 

The  comments  by  Manuel  Garcia, 
executive  director  of  the  Meiicar 
Authentic  Labor  Front,  contrast 
sharpl;  with  the  views  held  by 
mainstream  Mexican  labor  leaders 
in  the  official  Confederation  of  Mex- 
ican Workers  (CTM),  who  back  the 
free-trade  agreement 

UdUI  recently,  the  CTM  was  the 
only  Mexican  labor  group  r?cog- 
nized  by  the  AFL-OO  But  in  recent 
months,  that  relationship  has  cooled, 
primarily  because  of  differences 
over  Nafta 

*We  are  against  this  agreeoieot 
because  it  doesn't  respond  to  social 
needs,  but  basically  favors  the  inter- 
ests of  big  business,'  Mr.  Garcia 
said  in  an  interview  with  The  Jour- 
nal of  Commerce.  He  said  it  shoold 
be  replaced  by  a  developrrwnt  pact 
that  recognizes  the  inequality  be- 
tween the  United  States  aod  Meikn. 

Recent  contacts  between  the  La- 
bor Front  and  the  AFL-CIO  mark  a 
major  departure  from  the  federa- 
tion's policy  00  contacts  with  Mexi- 
can unions,  several  union  source* 
said.  Mr.  Garda's  presence  in  Wash- 
Ingtoo  comes  at  a  tlrr>e  of  growing 
contacts  between  American  unioos 
and  the  Labor  Front,  known  by  Its 
Spanish  acrooym  FAT. 

The  Labor  Front  is  critical  of  the 
leadership  of  Mexico's  other  unioa 
groups,  which  It  said  are  dominated 
by  the  government  or  by  Mexican 
business. 

SEE  MEXICAN,  PAGE  IDA 


The  AFL-aO's  ties  with  lu  Mexi- 
can counterpart  reached  a  lew  point 
recently.  Several  weeks  ago,  high- 
ranking  AFL-CIO  officials  met  with 
Fidel  Valaajuez,  the  CTM's  aging 
leader,  and  representatives  from  the 
Labor  Front  and  two  other  Mexican 
labor  federations  to  discuss  the  Naf- 
ta, labor  sources  said. 

But  the  meeting  ended  without  an  , 
agreement  after  the  Mexican  dele- 
gation rejected  suggestions  from  the ' 
American  side  to  use  the  election  of 
President  CUnton  as  an  opportunity 
to  seek  changes  in  the  free-trade 
pact. 

'They  were  no}  prepared  to  calK 
jointly  [at  tte  renegolianon  M  Ul^ 
treaty,'   I  U.S.   union  ollicial  wno''^ 
attended  the  meeting  said. 

Another  U.S.  union  official  said 
"there  was  a  pretty  substantial  dif- 
ference of  opinion." 
Last  week,  the  AFL-CTO  Executive 
Council  called  Nafta  a  'disaster"  for 
working  people  In  North  America 
and  said  It  should  be  'rejected  and 
renegotiated  to  advance  the  overall 
public  interest* 

The  Labor  Front  represents 
40,000  industrial  and  farm  workers 
throughout  Mexico,  including  sever- 
al hundred  employees  of  US.  aoto 
parts,  shoe  and  textile  compaoiei. 

As  part  of  Its  policy  of  working 
with  US.  onions,  the  Labor  Front 
has  signed  an  agreement  with  the 
PitlsbuE^Ji-based  Uqj^ed  Flectrical 
Union  to  jointly  organize  workers  In 
U5^wn«)  assembly  plants  called 
maquiladoras  on  the  US  -Mexican 
border,  Mr.  Garcia  said  The  UE  is 
not  part  of  the  AJO-CIO. 

Unlike  the  traditionally  pro-gov- 
ernment CTM,  Mr.  Garcia  views  the 
free-trade  agreement  as  a  threat  to 
Mexican  worker  rights  that~faQld 
further  taidennu.e" living  standaols. 

Nalta,  be  argued,  was  imposed  by 
Mexico's  corporate  and  government 
elite  so  Mexico  can  repay  its  huge 
foreign  debt  by  *Tp"|1ing  '"  J*** 
*nil^^tej.  At  the  sanw  time,  the 
greemenl  will  guarantee  a  cbe^ 
labor  poji)  for  American  corpora- 
tions  trying  to  gain  a  competitive 
edge  by  'decentraliiing  their  pro- 
duction and  reducing  costs,'  he  said. 

Mexico's  need  to  export  aod  re- 
cover from  Its  debt  crisis  has  driven 
the  Mexican  government  to  cr 
do^  on  organized  Ubpr  and 

it  iTifirf  diifnTiirr^^r^ij 

As  an  example  of  Mexico's  labor 
repression,  be  noted  the  arrest  last 
year  of  a  CTM  leader  In  the  midst  of 
a  strike  of  several  hundred  worken 
In  Matamoroc,  Mexico. 

"The  treaty  is  one  piece  of  in 
economic  model  already  taking 
plac«,"  be  said.  That's  why  we  mt- 
dersland  the  worries  expressed  oa 
this  side  of  the  border.  We  canl 
support  (Nafta),  not  even  its  renego- 
tiation." 


Mr.  Garcia  agreed  with  tome 
US.  unions  that  President  Clinloo's 
election  has  opened  a  "political 
'  space"  that  will  allow  labor  groups 
on  both  sides  of  the  border  "to  Dght 
together  for  another  approach  on 
trade." 

But  be  criticiied  some  American 
labor  leaders  for  holding  what  he 
said  were  "protectionist"  and  'rac- 
ist" altitudes  toward  Mexico.  Soch 
altitudes  fail  to  understand  the  Im- 
pact of  the  stmctural  adjustments 
imposed  on  Mexican  workers  by  the 
Mexican  government  and  VS.  banks 
in  response  to  the  1980s  debt  crisis, 
Mr.  Garcia  said. 

'No  one  has  suffered  under  that 
kind  of  adjustment"  in  the  United 
States.  Mr  Garcia  said. 


f, 
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OPENING  STATEMENT  BY  CONGRESSMAN  TOBY  ROTH 

HEARING  ON  THE  NORTH  AMERICAN  FREE  TRADE  AGREEMENT 

FEBRUARY  24,  1993 

MR.  CHAIRMAN,  LET  ME  JOIN  IN  WELCOMING  OUR  WITNESSES  THIS 

AFTERNOON.   THIS  IS  AN  IMPORTANT  AND  TIMELY  HEARING. 

EVEN  BEFORE  IT  IS  IMPLEMENTED,  THE  NORTH  AMERICAN  FREE  TRADE 

AGREEMENT  HAS  ASSUMED  A  CENTRAL  ROLE  IN  UNITED  STATES  TRADE 

POLICY. 

FREE  TRADE  IS  SWEEPING  ACROSS  THE  AMERICAS.   ALREADY  THERE  ARE 

FOUR  FREE  TRADE  AGREEMENTS  AMONG  LATIN  NATIONS,  ASIDE  FROM  NAFTA. 

THE  UNITED  STATES  MUST  TAKE  PART  IN  THIS  TRADE  REVOLUTION,  OR  OUR 

COMPETITORS  CERTAINLY  WILL. 

NAFTA  SETS  US  ON  THE  ROAD  TOWARD  THIS  NEW  ERA  OF  ECONOMIC 

COOPERATION  IN  OUR  HEMISPHERE.   AND  EVERY  CREDIBLE  ANALYSIS  SHOWS 

THAT  THE  UNITED  STATES  ECONOMY  WILL  BENEFIT. 

THAT  IS  BECAUSE  NAFTA  WILL  INCREASE  AMERICAN  EXPORTS,  WITH 

CUSTOMERS  WHO  CAN  ACTUALLY  PAY  THEIR  BILLS,  WITHOUT  A  LOT  OF 

AMERICAN  TAXPAYER  SUBSIDIES  OR  GUARANTEES.   ALREADY,  WE  HAVE  A 

$5.4  BILLION  SURPLUS  WITH  MEXICO,  THE  SECOND-LARGEST  OF  ANY  OF 

OUR  TRADING  PARTNERS.   THAT  SURPLUS  HAS  CREATED  AMERICAN  JOBS. 

AND  THAT'S  THE  KIND  OF  CUSTOMER  WE  WANT  TO  DO  BUSINESS  WITH. 

NAFTA  ALSO  IS  A  HEALTHY  ANTIDOTE  TO  THE  GRIDLOCK  IN  GATT,  AND  TO 

THE  FOOT-DRAGGING  IN  THE  E.C.  AND  JAPAN  OVER  THEIR  UNFAIR  TRADE 

PRACTICES. 

IT  SERVES  NOTICE  THAT  THE  UNITED  STATES  WILL  NOT  SIT  BY  WHILE 

EUROPE  AND  THE  PACIFIC  RIM  ORGANIZE  THEIR  OWN  TRADE  BLOCS. 

WE  ALL  SHARE  THE  GOAL  OF  OPEN  TRADE,  BUT  THE  ACID  TEST  IS 

WHETHER: 

— AMERICAN  EXPORTS  INCREASE, 

— OUR  $84  BILLION  TRADE  DEFICIT  GOES  DOWN 
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— AND  AMERICAN  JOBS  ARE  CREATED. 
NAFTA  WILL  PLAY  A  CRUCIAL  ROLE  IN  MEETING  THOSE  GOALS  FOR  OUR 
COUNTRY'S  FUTURE. 

NOW  WE  HAVE  A  NEW  ADMINISTRATION,  WHICH  IS  INTENT  ON  NEGOTIATING 
WHAT  THEY  CALL  "SIDE  AGREEMENTS"  FOR  NAFTA.   MEXICO  AND  CANADA 
ARE  GOING  ALONG,  FOR  NOW.   BUT  THE  REAL  QUESTION  IS:  WILL  THE 
CLINTON  ADMINISTRATION  OVERPLAY  ITS  HAND,  AND  PULL  APART  THE 
ENTIRE  AGREEMENT. 

THE  FUTURE  OF  OUR  TRADE  RELATIONS  IN  THE  WESTERN  HEMISPHERE  HANGS 
IN  THE  BALANCE.   OUR  WITNESSES  TODAY  BRING  A  RANGE  OF  VIEWS  AND 
EXPERTISE,  AND  I  LOOK  FORWARD  TO  THEIR  TESTIMONY. 

****************** 
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BUY  AMERICAN  -  Why  It's  In  The  Public  Interest 

Recently  there  have  been  a  number  of  articles  in  the  press  critical  at  Buy 
American  policies  in  the  U.S.  Particularly  criticized  have  been  the  newly 
strengthened  Buy  American  provisions  of  the  Surface  Transportation  Act  of 
1982,  which  included  a  5  cents  per  gallon  increase  in  the  gas  tax,  the 
proceeds  o£  which  are  to  be  spent  on  American  manufactured  goods. 

We  think  it  ironic  that  foreign  countries  should  be  complaining  about  U.S. 
procurement  policies.  Our  public  procurement  practices  are  indisputably  the 
most  open  and  transparent  in  the  world,  while  those  of  many  foreign 
governments  are  well  known  for  their  "closed  door"  approach. 

We  in  the  steel  industry  have  supported  Buy  American  legislation  at  both 
the  federal  and  state  levels.  We  believe  that  these  laws  are  not  in  violation 
of  our  international  obligations  and,  moat  importantly,  contribute  positively 
to  the  U.S.  economy. 


B  POSITIUE  FORCI  IN  milllGM  litfE 
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BUY  AMERICAM  -  Why  It's  in  the  Public  Interest 

The  dispute  over  Buy  American  policies  of  Federal  and  state  governments 
has  centered  on  the  fact  that  the  American  consumer  mayt  in  some  cases>  have 
to  pay  more  for  a  domestic  product.  Me  do  not  believe  that  the  American 
consumer  would  be  paying  more,  all  factors  considered. 

The  1976  Library  of  Congress'  Congressional  Research  Service  study 
concluded  that  the  tax  effect  of  a  governnenc  entity  (state  or  federal) 
purchasing  American  goods  versus  foreign  goods  was  in  excess  of  $500  in  state, 
local  and  federal  tax  collections  per  $1,000  of  procurement.  In  other  words, 
taxes  paid  by  individuals  and  businesses  to  the  federal  and  state  governments 
in  the  form  of  social  security  taxes,  personal  and  corporate  inconie  taxes  and 
sales  taxes  recapture  for  federal,  state,  and  local  governments  over  $500  for 
each  $1,000  of  government  procurement  when  domestically  produced  goods  are 
purchased.  No  similar  recapture  of  the  public  funds  is  generated  if  foreign 
goods  are  purchased. 

In  September  1980,  a  second  Library  of  Congress  study  confirmed  the  1978 
study,  to  wit:  significant  economic  benefits  accrue  to  the  U.S.  economy  as  a 
result  of  increased  domestic  employment  and  production  when  American  goods  and 
services  are  purchased  by  public  agencies. 

The  AISI  interprets  these  two  Library  of  Congress  studies  as  confirming 
that  the  "savings"  in  any  purchase  of  foreign  goods  by  public  bodies  must  be 
in  excess  of  50  percent;  otherwise,  the  overall  economic  interest  of  the  U.S. 
is  best  served  when  public  monies  are  used  to  procure  domestic  products. 

Government  procurement  of  steel  mill  products  is  of  vital  importance  to 
the  men  and  women  of  the  domestic  steel  industry.  It  has  been  estimated  that 
federal,  state  and  local  governments  purchased  14  million  tons  of  steel 
products  in  1979  —  or  14  percent  of  1979  total  steel  mill  product  shipments. 
This  includes  direct  purchases  of  steel  mill  products  together  with  the  steel 
content  of  manufactured  products  like  machinery  purchased  by  these  levels  of 
governments.  Of  the  total,  9.5  million  tons  were  procured  by  state  and  local 
governments,  and  nearly  4.5  million  tons  by  the  federal  government  (including 
2.2  million  by  the  Department  of  Defense). 

If  the  commonly  used  measure  of  5,000  steelworlcer  job  opportunities  per  1 
million  tons  of  steel  is  used,  and  if  all  14  million  tons  of  steel  procured 
were  domestic,  government  procurement  would  have  supported  70,000  steelworker 
jobs  in  1979.  Multiplier  effects  for  related  and  downstream  industries  and 
steelraaking  cities  and  towns  would  obviously  make  the  impact  of  domestic 
versus  foreign  s'-.eel  procurement  even  greater. 

There  is  no  doubt  that  very  significant  benefits  are  realized  by  our 
economy  when  government  agencies  purchase  domestic  products.  Partially  in 
recognition  of  this  fact,  in  1933  Congress  passed  the  Federal  Buy  American 
Act,  which  gave  suppliers  of  domestic  products  a  bid  preference  in  the 
procurement  process.  While  the  Act  has  been  amended  and  periodic  implementing 
regulations  have  been  issued  since  1933,  the  basic  tenet  remains: 

THE  FEDERAL  GOVERNMENT  SHOULD  PURCHASE  ONLY  DOMESTIC 
PRODUCTS  UNLESS  THEY  ARE  UNAVAILABLE  OR  THE  COST  IS 

UNREASONABLE. 
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In  1979,  the  Carter  Adnlniatration  negotiated,  as  part  of  the  Multilateral 
Trade  Negotiations,  the  International  Government  Procurement  Code.  The 
signatories  to  this  Code  (including  the  United  States,  with  Congressional 
approval)  agreed  to  open  up  specified  portions  of  their  central  government 
procurement  to  non-discriminatory  international  bidding.  Most  of  our  trading 
partners  are  signatories  to  this  agredenent. 

Since  this  agreement  came  into  force  in  1981,  Buy  American  legislation 
passed  by  the  Congress  and  regulations  written  by  Executive  Branch  agencies 
have  covered  only  procurement  by  federal  agencies  exempted  ftooi  the 
International  Government  Procurement  Code.  Thus,  Buy  American  legislation 
enacted  since  1981  has  been  in  accordance  with  our  international  commitments. 

One  agency  not  covered  by  the  International  Government  Procurement  Code  is 
the  Department  o£  Transportation.  In  1982  the  Congress,  in  recognition  of  the 
urgent  need  to  repair  part  of  this  country's  deteriorating  transportation 
infrastructure  —  highways  and  bridges  •-  and  at  the  same  time  to  reduce 
double  digit  unemployment,  passed  the  Surface  Transportation  Act  of  1982. 
This  Act  increased  the  federal  gas  tax  5  cents  per  gallon.  In  addition,  the 
Act  strengthened  the  existing  Buy  Aserican  provisions  governing  procurement  by 
state  transporation  agencies  using  federal  funds  authorized  by  the  Act. 

Ttie  1982  Act  asked  the  American  people  to  shoulder  an  additional  tax 
burden  during  a  time  of  nationwide  economic  distress  with  raassive 
unemployment.  Therefore,  it  was  imperative  (and  sound  economic  logic)  that 
American  taxpayers  should  be  the  prime  beneficiaries  of  this  additional 
taxation.  The  Buy  American  provisions  of  the  Surface  Transportation  Act  of 
1982  did  just  that.  They  ensured,  through  the  25  percent  bid  preference  for 
domestic  suppliers  included  in  the  legislation,  that  (a)  the  maximum  number  of 
American  workers  in  steel,  cement  and  other  supplying  industries  would  be 
employed  in  improving  this  nation's  roads,  bridges  and  transit  facilities,  and 
(b)  the  federal,  state  and  local  governments  —  as  evidenced  in  the  two 
Library  of  Congress  studies  —  would  recover,  through  taxes,  in  excess  of  50 
cents  on  the  dollar,  if  domestic  products  were  procured. 

Buy  American  preferences  for  Department  of  Defense  procurement  play  an 
important  role  in  the  maintenance  of  steel  production  facilities  of  the  United 
States  which  comprise  an  important  pa^t  of  this  nation's  mobilization  base. 
These  facilities  would  play  a  critical  role  in  the  event  of  a  national 
emergency  or  full-scale  war  since  a  large  portion  of  military  aquipnent  is 
fabricated  from  steel.  In  addition  to  production  sources,  the  Department  of 
Defense  relies  on  research  and  development  capabilities  of  the  steel  industry 
for  assistance  in  solving  current  material  and  engineering  solutions  to  design 
problems.  Steel  often  represents  the  lowest  cost  material  with  necessary 
strength  levels  to  permit  production  of  large  quantitites  of  essential 
military  hardware  items  for  ordnance,  ships,  vehicles,  and  personnel 
equipment.  Therefore  support  for  the  Steel  industry  via  Buy  American 
preferences  in  Department  of  Defense  procurement  is  clearly  in  our  nation's 
interest. 

Buy  American  preferences  make  good  economic  sense  and  good  public  policy. 
This  economic  truism  is  well  known  in  the  state  capitals  as  well.  To  date,  29 
states  have  Buy  American  preferences  for  steel  and  other  products.  These 
preferences  run  the  gamut  from  10  percent  bid  preferences  to  outright 
requirements  that  all  steel  products  procured  with  state  funds  be  of  domestic 
origin. 
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The  list  of  states  with  preference  legislation  is  an  interesting  one.  It 
ineludea  nat  only  steel  producing  states,  but  also  agricultural  and  other 
states  with  little  or  no  steel  producing  capaoityi  Iowa,  Nebraska,  Kansas, 
Virginia,  Massachusetts,  Montana,  and  Oklahoma, 

Again,  these  states  have  concluded  that  it  is  in  both  the  state  and  the 
national  interest  to  grant  bid  preferences  for  domestically  produced  products. 

Recently  Buy  American  preferences  (especially  the  Surface  Transportation 
Act  of  1982)  have  come  under  attack  by  our  trading  partners.  Japan  has  been 
especially  critical.  These  articles  stress  the  "unfairness"  and 
"protectionist  nature"  of  the  25  percent  bid  preference  in  the  Surface 
Transportation  Act  of  1982.  Critics  contend  that  the  American  public  will  be 
forced  to  pay  a  higher  pr.ice  if  the  domestic  bid  preference  is  applied,  with 
no  reference  to  offsetting  advantages. 

As  noted  above,  even  if  a  domestic  product  is  as  much  as  SO  percent  more 
expensive,  the  total  cost  to  the  U.S.  economy  la  lower.  Moreover,  the  Buy 
American  preferences  which  exist  at  the  federal  and  state  level  are  not  in 
violation  of  the  U.S.'s  Obligations  under  the  International  Government 
Procurement  Code. 

Just  as  significantly,  many  of  our  trading  partners,  also  signatories  to 
the  International  Government  Procurement  code,  are  simply  not  living  up  to 
their  obligations  under  the  Code  to  open  up  their  federal  procurement 
processes  to  American  goods. 

Under  the  circumstances,  cries  of  "U.S.  protectionism"  —  especially  from 
Japanese,  perhaps  the  best  "protected"  economy  in  the  world  —  are  unwarranted 
and  self-serving. 

Summary 

The  AISI  believes  that  Buy  American  preferences  for  government  procurement 
serve  an  important  function  in  our  economy  by  ensuring  that  the  tax  dollars  of 
the  American  people  are  used  as  far  as  possible  to  foster  the  employment  of 
our  citizens.  Too  many  Americans  are  unemployed  and  too  many  businesses  have 
lost  sales  because  our  nation's  trade  policies  ignore  the  "real  world." 
Adoption  of  Buy  American  preferences  for  public  bidding  helps  employ  our 
workers,  generates  sales  of  American-made  goods,  and  is  consistent  with  the 
realities  of  world  trade. 

The  U.S.  will  live  up  to  its  obligations  under  the  International 
Government  Procurement  Code,  which  is  designed  to  foster  freer  trade  in 
government  procurement  —  a  laudable  goal.  However,  we  do  not  believe  it  is 
in  the  economic  interest  of  the  U.S.  to  open  up  more  of  its  federal  —  or 
state  —  procurement  to  non-discriminatory  treatment  until  those  countries  who 
are  signatory  to  the  International  Government  Procurement  Code  prove  they  are 
living  up  to  their  obligations  under  the  Code.  Until  then,  we  will  continue 
to  urge  the  Congress,  the  Executive  Branch,  and  state  governments  to  pass  and 
vigorously  enforce  strong  Buy  American  laws  and  regulations,  consistent  with 
our  international  commitments. 
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AISI  POSITION  ON  HIGHWAY  BILI-  BUY  AMERICAN 

AISI  has  been  a  strong  supporter  of  the  inclusion  of  Buy  American  in 
Federal  highway  legislation.  In  the  last  highway  bill  we  supponed  the 
extension  of  the  25%  bid  preference  which  applies  to  highway  and  bridge 
construction     projects.  We     also     supported     the     improvements     which     were 

adopted  in  the  Buy  American  provisions  for  the  UMTA  Program. 

The  Administration's  highway  bill,  HR  1351,  would  extend  the  current  Buy 
American  provision,  but  with  additional  language  added  which  authorizes 
the  President  to  eliminate  Buy  American  if  the  elimination  can  be 
negotiated  in  the  context  of  the  International  Government  Procurement 
Code  (GPC).  We  oppose  the  granting  of  this  authority,  and  believe  that 
the  Buy  American  Provision  should  be  included  without  change  in  the  new 
highway  bill. 

The  principal  reasons  for  our  contmued  support  of  the  Buy  American 
Provision  are  as  follows: 

(i)  It  works.  The  Buy  American  Provision  in  the  Highway  bill  is  a 
critical  element  of  the  highway  and  bridge  construction  programs,  which 
are  often  singled  out  by  congressmen,  senators,  and  Executive  Branch 
offiaals  as  a  prime  example  of  a  government  program  that  accomplishes 
its  goals. 

(ii)     The     Buy     American     clause     protects     consumers.  Substandard     (bogus) 

bolts     have     been     a     problem     in     many     sectors,     but  the     Buy     American 

requirements      and      product      quality      certifications      have  kept      this      serious 

problem     from     affecting     the      bridge      program.          The  cenification     process 

also  keeps  underspec  structurals,  plates  and  other  products  out  of 
federal  bridge  and  highway  projects. 

(iii)  Domestic  suppliers  of  steel  produas  are  a  reliable  source  of 
competitively  priced  steel  products.  There  have  been  no  problems  over 
the  years  related  to  supply  of  the  products,  and  domestic  producers 
stand  by  their  products.  When  there  have  been  problems,  such  as  in  the 
San  Francisco  earthquake,  it  was  domestic  suppliers  (who  had  installed 
the  original  products)  who  gave  repair  steel  production  priority  in  the 
mills  so  as  to  reopen  the  Golden  Gate  Bridge  as  soon  as  possible. 
Reliance  on  foreign  suppliers  would  have  resulted  in  substantially  more 
down-time  for  the  bridge. 

(iv)  Simple  equity  argues  that  the  taxpayers,  who  pay  the  gas  tax, 
should  also  benefit  from  it  by  supplying  labor  and  products  to  the 
projects, 

(iv)  The  economic  incentives  to  use  domestic  materials  are  also 
powerful.  A  CRS  study  estimated  that  over  40  cents  on  the  dollar  is 
returned  to  the  Federal,  state  and  local  governments  when  domestic 
materials  are  used.  Obviously  when  imported  materials  are  used  the  tax 
benefit  is  lost.  And  domestic  procurement  has  a  multiplier  effect  of 
1.6  --  that  is  for  every  $1,000  spent  on  domestic  goods,  there  would  be 
a  S  1,600  benefit  to  the  U.S.  economy.  Imported  materials  would  not 
create  such  a  benefit. 
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(y)      The      Buy      American     provision     in     the  current  legislation     is     not 

■jkisistent      with      our      GATT      obligations.            The  current      International 

ufOTemment  Procurement  Code  (GPC)  does  not  include  the  highway  program 
a^  an  entity  subject  to  the  rules  of  the  GPC. 

(vi)  The  GPC  has  been  a  major  disappointment  in  the  opmion  of  many  in 
the  manufacturing  sector,  as  it  is  believed  that  the  U.S.  gave  away  much 
more  in  Buy  American  coverage  than  it  gained  in  access  to  foreign 
government  procurement.  The  EC  and  Japan  have  not,  in  the  opinion  of 
many,  lived  up  fully  to  their  commitments  imder  the  GPC. 

(vii)  The  proposition  that  the  U.S.  Government  could  obtain  reciprocity 
from  other  GPC  signatories  which  would  give  U.S.  companies  access  to 
construction  markets  equivalent  to  the  U.S.  Federal  Highway  Program  is 
questionable.  One  needs  only  to  consider  the  experience  of  the  U.S, 
construction  companies  with  the  Japanese  in  the  Kansai  airport  project 
to  recognize  that  it  would  be  difficult  to  get  real  reciprocity  in  the 
construction  sector  from  the  major  signatory  countries  to  the  GPC. 

(viii)    Until    such  time    that    it    can    be    shown    by    experience    and    with    real 

data     that     U.S.  suppliers     and     construction     companies     have     real     access     to 

foreign  markets,  we  should  not  eliminate  the  Buy  American  clause  from 
the  Highway  Bill. 

(ix)    The  Highway  Program  --  bridges  and  highway  construction 
--^   represents      approximately      2      million      tons      of     steel      per     year      and 
employees      approximately      2,000      workers      directly.  The      long      term 

commitment  of  the  industry  to  invest  in  maintaining  this  capability,  to 
contiaue  to  invest  in  new  manufaauring  technologies  and  product 
development  research  would  be  jeopardized  if  the  Buy  American  provision 
were  eliminated  and  imported  materials,  many  of  which  would  be  unfairly 
traded,  were  allowed  preferential  access  to  this  market. 
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